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FINANCIAL AND OPERATING HIGHLIGHTS 


Years ended December 31 2005 2004 
FINANCIAL ($000s except unit and per unit amounts) 
Revenue (before transportation) 161,453 67,948 
Cash flow from operations ”” 87,137 33,945 
Per diluted trust unit ” $ 3.47 $ DIK 
Net earnings 13,890 8,960 
Per diluted trust unit ” $ 0.55 $ 0.59 
Capital expenditures, net 565,071 54,919 
Debt, net of working capital 111,129 22,158 
Total assets 731,129 108,339 
Unitholders' equity 392,269 55,016 
Diluted trust units outstanding 39,790 16,514 
Diluted weighted average trust units 25,133 15,193 
OPERATIONAL 
Daily volumes: 
Oil and NGLs (bbls/d) 2,958 1,728 
Natural gas (mef/d) 34,287 19,923 
Combined (boe/d, 6:1) 8,672 5,048 
Prices (before transportation) 
Oil and NGLs - before hedge ($/bb!) 40.64 30.76 
Oil and NGLs - after hedge ($/bb!) 40.44 30.76 
Natural gas ($/mcf) 9.41 6.65 
Combined ($/boe) 50.99 36.77 
Undeveloped land 
Gross acres 550,245 449 456 
Net acres 345,930 306,524 
Wells drilled 
Gross 141 89 
Net 110.1 73.9 
Net success rate (%) 92 93 
Statistics 
Operating netback ($/boe) 30.28 20.46 
Production expenses ($/boe) 6.70 5.92 
General and administrative ($/boe) ” 1.34 1.34 
Royalties, as a percent of sales 26% 26% 


(1) The Management's Discussion and Analysis contains the term cash flow from operations, which should not be considered an alternative to, or more meaningful 
than cash flow from operating activities as determined in accordance with Canadian generally accepted accounting principles (“GAAP”) as an indicator of the 
Trust's performance. Therefore reference to diluted cash flow from operations or cash flow from operations per trust unit may not be comparable with the 
calculation of similar measures for other entities. Management uses cash flow from operations to analyze operating performance and leverage and considers 
cash flow from operations to be a key measure as it demonstrates the Trust's ability to generate the cash necessary to fund future capital investments and to 
repay debt. The reconciliation between net earnings, cash flow from operations and cash flow from operating activities can be found in the statement of cash 


flows in the consolidated financial statements. Cash flow from operations per trust unit is calculated using the diluted weighted average number of trust units 
for the period. 


~ 
SS 


Restated for December 31, 2004 to reflect the consolidation of trust units effective November 2, 2005. In computing diluted earnings and cash flow from 
operations per trust unit, 454,887 (2004: 288,975 after consolidation) trust units were added to the 24,678,198 (2004: 14,904,365 after consolidation) weighted 
average number of trust units outstanding during the year for the dilutive effect of exchangeable shares. A total of 3,159,000 (2004: 165,875 after 
consolidation) trust incentive units were excluded from the calculation as they were not dilutive. 


(3) Restated to exclude stock-based compensation expense. 


TRUE ENERGY TRUST | 1 


REPORT 10 UNITHOLDERS 


The year 2005 was a year of re-positioning as True Energy Trust transformed from a growth-oriented exploration and development 
company into an oil and gas trust, focused on providing unitholders distributions. In March, the company increased its commitment to 
further develop its operations in west central Alberta with the acquisition of Meridian Energy. The acquisition was a key step in 
developing a long term low risk liquids rich gas project in Alberta that would form an important basis for the conversion of True into a 
competitive oil and gas trust. During the summer of 2005 the company announced the business proposal with TKE Energy Trust that 
resulted in the formation of True Energy Trust and the spinout of certain assets to form Vero Energy Inc., a transaction that was 
completed on November 2, 2005 with the support of over 93 percent of the True shareholders. The following highlights are but a few of 
the accomplishments during the past year: 


= Generated revenue of 161 million (138% higher than in 2004) that resulted in cash flow of $87 million 
(157% higher than the same period in 2004). 


= Drilled 141 (110.1 net) wells with a net 92% success rate. 
® Increased production to average 8,672 boe/d from 5,048 boe/d in 2004. 
= /mproved operating net backs to $30.28/boe from $20.46/boe in the same period of 2004. 


Both the TKE combination and the Meridian acquisition, along with the successful drilling program have, formed a strong foundation for 
the Trust to move forward and provide a diverse asset base that will provide numerous opportunities for a number of years. With year 
end undeveloped land holdings of over 345,000 net acres, True maintains a significant inventory of prospects that will be prioritized and 
developed by management to provide maximum unit holder value. 


Since transitioning to a royalty trust at the end of 2005, True has continued to effectively drill and tie-in wells from the inventory of 
opportunities that represent the highest return for unitholders. To date in 2006, True has drilled 22 (10.9 net) wells with a 100% success 
rate and continues to bring on production from a number of project areas. Based on field estimates, the Trust's production for the first 
two months of 2006 was approximately 11,500 boe/d, weighted 62% toward gas and 25% toward heavy oil, with the balance being light 
oil and natural gas liquids. Management will continually evaluate the inventory of drillable prospects. The Trust will focus on an effective 
drilling and acquisition program that will provide economic returns. Please see our current web site for our updated presentation on 
proposed 2006 activities. 


During the first quarter 2006 a number of additional changes have occurred. True's demand credit facility was increased to $150 million 
and a costless collar was put in place on a portion of the crude oil production, as detailed in the financial statements. The Board of 
Directors of the Trust has approved the implementation of an enhanced Distribution Reinvestment Plan (“DRIP”), which will allow 
qualifying unitholders to reinvest their distribution into additional trust units. The Trust web site reconstruction is nearing completion; 
we look forward to providing an enhanced source of information for investor queries on topics such as Canadian and U.S. income taxes, 
details of the DRIP program, and current events including operating and financial details. 


As we begin 2006, True Energy Trust is presented with numerous opportunities and challenges that the management and board will 
continue to evaluate on behalf of the unitholders. On behalf of the Board of Directors, | would like to thank all of our staff, suppliers, 
partners and unitholders for their support and encouragement during the past year. We look forward to working with you in 2006. 


Li hbo ldleg 


Paul R. Baay W.C. (Mickey) Dunn 
President & CEO Chairman of the Board 


March 17, 2006 


TRUE ENERGY TRUST 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


March 17, 2006 - The following Management's Discussion and Analysis of financial results as provided by the management of True Energy Trust (“True” or the 
“Trust’) should be read in conjunction with audited consolidated financial statements and notes for the years ended December 31, 2005 and 2004 for True 
Energy Trust. This commentary is based on information available to, and is dated, March 17, 2006. The financial data presented is in accordance with 
Canadian generally accepted accounting principles (“GAAP”) in Canadian dollars, except where indicated otherwise. 


The term barrels of oil equivalent (“boe”) may be misleading, particularly if used in isolation. A boe conversion ratio of six thousand cubic feet per barrel (6 
mcef/bb!) of natural gas to barrels of oil equivalence is based on an energy equivalency conversion method primarily applicable at the burner tip and does not 
represent a value equivalency at the wellhead. All boe conversions in this report are derived from converting gas to oil in the ratio of six thousand cubic feet of 
gas to one barrel of oll. 


Management's Discussion and Analysis contains the term cash flow from operations, which should not be considered an alternative to, or more meaningful 
than cash flow from operating activities as determined in accordance with Canadian GAAP as an indicator of the Trust's performance. Therefore reference to 
diluted cash flow from operations or cash flow from operations per unit may not be comparable with the calculation of similar measures for other entities. 
Management uses cash flow from operations to analyze operating performance and leverage and considers cash flow from operations to be a key measure as 
it demonstrates the Trust's ability to generate the cash necessary to fund future capital investments and to repay debt. The reconciliation between net 
earnings, cash flow from operations and cash flow from operating activities can be found in the statement of cash flows in the consolidated financial statements. 
Cash flow from operations per unit is calculated using the diluted weighted average number of units for the period. 


Management's Discussion and Analysis also contains other terms such as net debt and operating netbacks, which are not recognized measures under GAAP. 
Management believes these measures are useful supplemental measures of firstly, the total amount of current and long-term debt the Trust has and secondly, 
the amount of revenues received after royalties and operating costs. Readers are cautioned, however, that these measures should not be construed as an 
alternative to other terms such as current and long-term debt or net income determined in accordance with GAAP as measures of performance. True's method 
of calculating these measures may differ from other entities, and accordingly, may not be comparable to measures used by other trusts or companies. 


Additional information relating to True Energy Trust, including True's RenewalAnnual Information Form, is available on SEDAR at www.sedar.com. 
READER ADVISORY 


Statements in this document may contain forward-looking information including expectations of future production and components of 
cash flow and earnings. The reader is cautioned that assumptions used in the preparation of such information may prove to be 
incorrect. Events or circumstances may cause actual results to differ materially from those predicted, a result of numerous known and 
unknown risks, uncertainties, and other factors, many of which are beyond the control of the Trust. These risks include, but are not 
limited to, the risks associated with the oil and gas industry, commodity prices and exchange rate changes. Industry related risks could 
include, but are not limited to; operational risks in exploration, development and production, delays or changes in plans, risks 
associated with the uncertainty of reserve estimates, health and safety risks and the uncertainty of estimates and projections of 
production, costs and expenses. The reader is cautioned not to place undue reliance on this forward-looking information. 


The reader is further cautioned that the preparation of financial statements in accordance with GAAP requires management to make 
certain judgments and estimates that affect the reported amounts of assets, liabilities, revenues and expenses. Estimating reserves is 
also critical to several accounting estimates and requires judgments and decisions based upon available geological, geophysical, 
engineering and economic data. These estimates may change, having either a negative or positive effect on net earnings as further 
Information becomes available, and as the economic environment changes. 


Certain information contained herein including management's assessment of future plans and operations, drilling plans and the costs 
thereof, the effect of recent legislation, expected or anticipated production rates, the weighting of production between different 
commodities, commodity prices, exchange rates, expected levels of royalty rates, operating costs, general administrative costs, costs 
of services and other costs and expenses, capital expenditures and the nature of capital expenditures and the method of financing 
thereof, may constitute forward-looking statements under applicable securities laws and necessarily involve risks including, without 
limitation, risks associated with oil and gas exploration, development, exploitation, production, marketing and transportation, loss of 
markets, volatility of commodity prices, currency fluctuations, imprecision of reserve estimates, environmental risks, competition from 
other producers, inability to retain drilling rigs and other services, incorrect assessment of the value of acquisitions, failure to realize the 


anticipated benefits of acquisitions, delays resulting from or inability to obtain required regulatory approvals and ability to access 
sufficient capital from internal and external sources. 
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The recovery and reserve estimates of True's reserves provided herein are estimates only and there is no guarantee that the estimated 
reserves will be recovered. As a consequence, actual results may differ materially from those anticipated in the forward-looking 
statements. Readers are cautioned that the foregoing list of factors is not exhausted. Additional information on these and other factors 
that could effect True's operations and financial results are included in reports on file with Canadian securities regulatory authorities 
and may be accessed through the SEDAR website (www.sedar.com), at True's website (www.trueenergy.ca). Furthermore, the 
forward-looking statements contained herein are made as at the date hereof and True does not undertake any obligation to update 
publicly or to revise any of the included forward-looking statements, whether as a result of new information, future events or otherwise, 
except as may be required by applicable securities laws. 


PLAN OF ARRANGEMENT - CONVERSION TOATRUST 


On November 2, 2005 True Energy Inc. and TKE Energy Trust (“TKE”) entered into a business combination whereby True Energy Inc. 
acquired TKE via a reverse takeover, thus creating True Energy Trust (“True” or the “Trust”), and a publicly listed exploration focused 
company, Vero Energy Inc. (“Vero”), pursuant to a Plan of Arrangement (“Arrangement”). The former shareholders of True Energy Inc. 
initially controlled approximately 71% of the Trust and substantially all of the Trust's new management team is the former management 
of True Energy Inc. 


Concurrent with approval of the Arrangement, TKE received approval from Unitholders at the TKE Unitholder Meeting to consolidate its 
existing outstanding Trust Units on a one-for-two (1:2) basis and to change its name to “True Energy Trust”. Under the Arrangement, 
True Energy Inc. and TKE Energy Inc. were amalgamated to form the new administrator of the Trust under the name True Energy Inc. 


The Arrangement resulted in True Energy Inc. shareholders receiving, for each True Share held: (i) 0.5 of a pre-consolidated Trust Unit 
(0.25 of a post-consolidated Trust Unit); (ii) 0.10 of a Vero Share; and (iii) one Vero arrangement warrant. Each whole Vero 
arrangement warrant entitled the holder to acquire 0.0655 of a Vero Share, for a period of 30 days following November 2, 2005. 


Upon completion of the Arrangement, there were approximately 36.1 million Trust units and 0.8 million exchangeable shares 
outstanding of the Trust. 


Pursuant to the Arrangement, the Trust owns 100% of the assets of TKE and approximately 90% of the former True Energy Inc. assets. 
The remainder of the True Energy Inc. assets were transferred to Vero, consisting primarily of producing assets and undeveloped lands 
in the Whitecourt/Edson area of west central Alberta. 


In conjunction with the Arrangement, the Trust entered into a Transitional Services Agreement (“Agreement”) with Vero where the Trust 
provides personnel and certain administrative and technical services in connection with the management, development, exploitation 
and operation of the assets of Vero. The initial term of the Agreement was for a period of 3 months after the effective date of the 
Arrangement, however, this Agreement was extended to April 1, 2006. The Trust provides these services to Vero on an expense 
reimbursement basis, based on Vero's monthly capital activity and production levels relative to the combined capital activity and 
production levels of both the Trust and Vero. 


The acquisition of True Energy Inc. by TKE Energy Trust to form True Energy Trust has been accounted for as a reverse takeover of 
TKE and a continuity of interests of True Energy Inc. Accordingly, the consolidated financial statements for 2005 reflect the financial 
position, results of operations and cash flows as if the Trust had always carried on the business formerly carried on by True Energy Inc. 
The year ended December 31, 2005 reflects the results of operations and cash flows of True Energy Inc. and its subsidiaries for the 
period January 1 to November 1, 2005, and the results of operations and cash flows of the Trust (including TKE and its subsidiaries) for 
the period November 2 to December 31, 2005. The comparative figures are the results of True Energy Inc. and its subsidiaries. Due to 
the conversion into a trust, certain information included in Management's Discussion and Analysis for prior periods may not be directly 


comparable. 


The term “units” has been used to identify both the trust units and the exchangeable shares of the Trust issued on or after November 2, 
2005 as well as the common shares of True Energy Inc. outstanding prior to the conversion on November 2, 2005. 
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DESCRIPTION OF BUSINESS 


True is an open-ended, unincorporated investment trust governed by the laws of the Province ofAlberta. The purpose of the Trustis to 
indirectly explore for, develop and hold interests in petroleum and natural gas properties, through investments in securities of 
subsidiaries and net profits interests. The trust structure allows individual unitholders to participate in the cash flow of the business. 
Cash flow is realized from the Trust's ownership of natural gas and petroleum properties and related facilities. Trust units of True trade 
on the Toronto Stock Exchange ("TSX") under the symbol TUI.UN. 


NET EARNINGS AND CASH FLOW FROM OPERATIONS 


True generated cash flow from operations of $ 87.1 million ($3.47 per diluted unit) for the year ended December 31, 2005, up 157% from 
the $33.9 million ($2.23 per diluted unit) for the year of 2004. Higher commodity prices and increased volumes were the primary factors 
contributing to the increases. 


True generated earnings of $ 13.9 million ($0.55 per diluted unit) in the year 2005 compared to $9.0 million ($0.59 per diluted unit) in 
2004. Net earnings per unit in 2005 reflect increased cash flow partially offset by higher depletion, depreciation and accretion charges 
from the acquisition of Meridian Energy Corporation ("Meridian") and the reverse takeover of TKE and incremental stock compensation 
costs related to the transaction. 


Cash flow from operations and net earnings 


Year ended December 31, 2005 2004” 

($000s, except per unit amounts) 

Cash flow from operations 87,137 33,945 
Diluted ($/unit) 3.47 Zee 

Net earnings 13,890 8,960 
Diluted ($/unit) 0.55 0.59 


(1) Restated for December 31, 2004 to reflect the consolidation of units effective November 2, 2005. 
RECONCILIATION OF CASH FLOW FROM OPERATIONS AND DISTRIBUTIONS 


Distributable cash is determined by aggregating various amounts received, including interest income on notes of subsidiaries and other 
interest income received or receivable, income generated under net profits interest, royalty, other permitted investments, ARTC and 
dividends and other distributions on securities of subsidiaries, after deduction of all expenses and liabilities of the Trust. The portion of 


distributable cash declared payable to unitholders on any distribution date is determined on recommendation of the Board of Directors 
of True Energy Inc. 


Reconciliation of cash flow from operations and distributions 


YearendedDecember31, 7 _ 2005 
($000s, except per unit amounts) 

Cash flow from operations before changes in non-cash working capital 87,137 
Cash withheld to fund capital and other expenditures = 69,776 
Cash distributions declared (post Arrangement) 17,361 


Accumulated cashdistributions,endofperiod = 17,361 
Cash distributions per unit (post Arrangement) —— $0.48 
Accumulated cash distributions per unit, beginning of year. : 
Accumulated cash distributions per unit (post Arrangement), end of year $0.48 
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SALES VOLUMES 


Sales volumes for the year ended December 31, 2005 averaged 8,672 boe/d, an increase of 72% compared to 5,048 boe/d reported in 
the year 2004. The increase in sales volumes is due to the realization of the benefits derived from the corporate acquisitions combined 
with an active drilling program. 


Sales volumes 

YearendedDecember31, —i‘“‘“‘“‘i;w;™*™S~S—S—S~S~<~<CSCSss 2005 2004 _ 
Natural gas (mcf/a) aa 34,287 19,923 
Heavy oil (bbis/d) 2,075 ents 
Light oil and condensate (bbls/d) 591 183 
NGLs (bbls/d) = )) o2a0 
Total crude oil and NGLs (bbis/a) aa A oe oS ee 


Totalboote1) —  t—“‘“‘“‘(‘(‘CTOOCOCOC;C‘drr 5S 


Sales of natural gas averaged 34.3 mmcf/d for 2005, compared to 19.9 mmcf/d in 2004, an increase of 72%. Natural gas in 2005 and 
2004 constituted 66% of total sales. 


Crude oil and NGLs sales for 2005 averaged 2,958 bbls/d up 71% from 2004 average sales of 1,728 bbls/d. During 2005, the mix 
between heavy and light oil shifted slightly, with sales of heavy crude decreasing by 6% of total sales. True drilled and placed on 
production 15 (13.5 net) heavy oil wells in the Smiley and Kerrobert areas of Saskatchewan during 2005. 

COMMODITY PRICES 

While commodity prices improved significantly over 2004, the impact of changes in the Canadian dollar from the conversion of US 


based commodity prices moderated increases in profitability during 2005 when compared to 2004. The average Canadian/U.S. 
exchange rate in 2005 has changed 7% in 2005 from 2004. 


Average commodity prices 


YearendedDecember31, - A aioe eee ae 2005 = 2004 
Exchange rate (US$/Cdn$) 0.8261 0.7703 
NYMEX (US$/mmbtu) 9.01 6.18 
Alberta spot ($/mcf) 8.65 6.45 
True's average price, before transportation ($/mcf) 9.41 6.65 
WTI (US$/bbI) 56.59 41.44 
Edmonton par - light oil ($/bb!) 69.18 52.85 
Bow River - heavy oil ($/bbi) 43.83 ws) 
True's average prices, before transportation and hedge ($/bbi) 
Light crude and condensate 64.19 50.21 
NGLs 52.69 36.52 
Light crude oil, condensate, and NGLs 60.39 48.16 
Heavy crude oll 32.23 28.29 
Total crude oil and NGLs 40.64 30.76 


True's natural gas is primarily sold on the daily spot market. The Trust's yearly sales price averaged $9.4 1/mcf for its natural gas, 42% 
more than the $6.65/mcf received in the prior year, exceeding the 34% increase in the Alberta Spot reference price for the same period. 
The incremental price gain True received compared to spot prices reflects the higher heat content and increased volumetric weighting 
of the acquired Willesden Green property in relation to overall corporate natural gas volumes. 
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For heavy crude oil, True received an average price before transportation of $32.23/bbl during 2005, an increase of 14% over 2004 
prices and slightly lower than the increase experienced by the Bow River reference price for the same period. In comparison, the Bow 
River reference price increased 18% over the same period. True's incremental price reflects higher premiums paid for condensate 
blending. The high condensate prices incurred during the first and third quarters of 2005 account for a significant portion of this 
difference. The Trust blends most of its heavy oil with condensate on a 4:1 ratio to meet pipeline requirements. For light oil, condensate 
and NGLs, True recorded an average $60.39/bb! during 2005, 25% greater than the average price received in 2004. During this period, 
the Edmonton par price increased by 31%. 


REVENUE 
Revenue before transportation for the year ended December 31, 2005 reached a landmark of $161.5 million, 138% greater than the 


$67.9 million generated in 2004. The higher revenue was the result of significant growth in production volumes for natural gas, crude 
oil, condensate and NGLs, complemented by higher natural gas and crude oil prices. 


Revenue 

YearendedDecember31, 7 2005 2004 
($000s) 

Light crude oil and condensate 13,852 3,354 
NGLs 5,617 429 
Heavy Olt Se ae ee Seen see a gee 24,402 15,671 
Crude oiland NGLs 43,871 19,454 
NattralgaS. ee sa a ee eee - 117,758 48,494 
Total before transportation and other 161,629 67,948 
Others pate ere ee oe eee : oe (176) - 
Total before transportation 161,453 67,948 
RAMS OTL CHO a : (3,525) (1,813) 
Jotah 


Other revenue incorporates the fourth quarter 2005 amortization of a TKE light oil hedging loss of $217 thousand offset by 
miscellaneous other income of $41 thousand. In 2006, True has a costless collar oil hedge for 2,000 bbl/d, with a WTI reference price, a 
floor of $58.00/bbl U.S; and a ceiling of $69.35/bbl U.S., with a monthly settlement starting April 1, 2006 to December 31, 2006. 
Transportation costs continue to be approximately 2% to 3% of gross revenues for years ending 2005 and 2004. 

FAIR VALUE OF DERIVATIVE INSTRUMENTS 

Periodically True and TKE have utilized financial derivatives to manage market risk and to provide an element of stability to cash flow. 


The estimated fair value of open hedging contracts at the end of each reporting period is disclosed in accordance with CICAAccounting 
Guideline 13 "Hedging Relationships". As atDecember 31, 2005, the Trust had no financial derivatives outstanding. 
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ROYALTIES 

For 2005, total royalties were $40.8 million, compared to $17.4 million incurred in 2004 up 135%, paralleling the increase in full year 
sales revenue. Royalties as a percentage of sales (after transportation costs) in 2005 was 26%, consistent with 2004 royalty rates. 
True recorded its maximum Alberta Royalty Tax Credit in 2005. 


Royalties, by commodity type 


Year ended December 31, a _ 2005 = — ss 2004 

($000s, except where noted) 

Light crude oil and condensate 2,544 506 
$/bb! 11.79 7.58 
Average light crude oil and condensate royalty rate (%) 18 15 

NGLs 1,138 82 
$/bbI 10.67 6.98 
Average NGLs royalty rate (%) 20 19 

Heavy oil 5,107 3,390 
$/bb| 6.75 6.12 
Average heavy oil royalty rate (%) 22 22 

Natural gas 32,029 13,411 
$/mef 2.56 1.84 
Averagenaturalgasroyaltyrate(#) eee Ay. | ne 

Total = - _ ae ase 40,818 HEE 
$/boe 7 : pases __ ae ~ 12.90 9.41 
Average total royalty rate (%) _ == es h)6hlCl ttttiC 20 


Royalties, by type 


YearendedDecember31, = = ee ees _—a 2005 =————s 2004 —S 
($000s) 

Crown royalties, net ofARTC 28,739 10,850 
Indian Oil and Gas Canada royalties 909 - 
Freehold& GORR Sa) OER 


Total 17,389 _ 


PRODUCTION EXPENSES 


For year, production expenses totaled $21.2 million, compared to $10.9 million recorded in the same period of 2004. During 2005, 
production expenses averaged $6.70/boe, an increase of $0.78/boe compared to 2004, reflecting the addition of the TKE properties, 
which have historically had higher per unit operating costs than the True or Meridian asset base plus increased general costs for 
services. Production costs grew for gas gathering and processing, well servicing and maintenance, trucking, and road and lease 
maintenance costs. 
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Production expenses, by commodity type 


Year ended December 31, 7 Ree eeson 2005 2004 
($000s, except where noted) 
Light crude oil and condensate 2,115 693 
$/bbI 9.80 10.38 
NGLs 500 70 
$/bbl 4.69 5.96 
Heavy oil 5,420 3,183 
$/bbI 7.16 5.75 
Natural gas 13,184 6,993 
ee che oe 72 1.05 0.96 
Total oss = ee - — 21,219 10,939 
$/boe 6.70 5.92 
OPERATING NETBACKS 


For the year 2005, corporate field operating netbacks improved by 48% to $30.28/boe from $20.46/boe in 2004. Strong commodity 
prices enhanced by the price received from a rich natural gas/condensate mix derived from properties acquired in the first quarter have 
exceeded the incremental royalty and production expenses in the period. 


Field operating netbacks - corporate 


Yearended December 31, __ pises 2005 2004 
($/boe) 

Sales (after hedge) 50.99 36.77 
Transportation (1.11) (0.98) 
Royalties (12.90) (9.41) 
Productionexpense (6.70) (5.92) 
Field operating netback 30.28 20.46 


Field operating netbacks for natural gas during 2005 increased 52% to $5.62/mcf, compared to $3.69/mcf for 2004, predominately as a 
result of True's 2005 average sales price per mcf exceeding the 2004 average sales price by $2.76/mcf, reflecting market commodity 
price changes for natural gas. Per unit royalties increased proportionately with per unit gas sales. 


Field operating netbacks - natural gas 


YearendedDecember31, = = 2005 2004 
($/mcf) 

Sales 9.41 6.65 
Transportation (0.18) (0.16) 
Royalties (2.56) (1.84) 
Productionexpense (1.05) (0.96) 
Field operating netback 5.62 3.69 


Field operating netbacks for crude oil and NGLs averaged $23.61/bbl during 2005, up 37% compared to $17.28/bbl for 2004 reflecting 
the increased weighting of True's production of light oil and NGLs compared to heavy oil and the corresponding increase in average 
sales prices for these commodities relative to heavy oil. Per unit crude oil and NGL sales price increases exceeded the incremental 
royalty expenses for the quarter. The amortization of a TKE light oil hedging loss reduced the per unit netback by $0.20/bbl. 
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Field operating netbacks - crude oil and NGLs 


Year ended December 31, ee : = 2005 eee 2004 
($/bbl) 

Sales (after hedge) 40.44 30.76 
Transportation (1.25) (0.95) 
Royalties (8.14) (6.29) 
Production expense (7.44) (6.24) _ 
Field operating netback es __eeeeccpae 9 AT 285 
GENERAL AND ADMINISTRATIVE 


On a per-unit of production basis, general and administrative costs in 2005 are $1.34/boe, consistent with 2004. Net general and 
administrative expenses for the year ended December 31, 2005 were $4.2 million compared to $2.5 million for the same period in 2004. 


In 2005, gross costs, amounts capitalized and recoveries have all increased, reflecting the personnel and related supplies required to 
administer the increased production base and incorporate two significant corporate acquisitions during the year. Higher general and 
administrative costs reflect increased computer service charges, recruiting fees, travel and professional services. In 2005, a 
proportional increase in costs recovered reflects the active drilling program whereby costs are allocated to capital projects. Ona 
weighted basis, the proportion of costs related to capital projects has declined, as True shifted focus from an exploration and 
development entity to a royalty trust. 


General and administrative costs 


Year ended December 31, en ee 2005 eee 2004 oe 
($000s, except where noted) 

Gross costs 9,204 520 
Capitalized (2,265) (1,773) 
Recoveries _ ; a (Zuo); (1,277) 
Net costs _ ees eeome 24/75 | 
Net costs, per unit ($/boe) 1.34 1.34 


(1) Restated to exclude stock-based compensation expense. 


UNIT-BASED COMPENSATION 


All options and incentive units held by True Energy Inc. and TKE service providers were either exercised or expired on or before 
completion of the Arrangement on November 2, 2005, triggering an acceleration of stock based compensation charges. For TKE, 
these costs were treated as transaction costs and included in the purchase price equation of the acquisition. For True, a total of $2.2 
million of costs were triggered, reflected in the financial statements as Plan of Arrangement costs. 


For the year ended December 31, 2005, the non-cash unit-based compensation was $5.4 million compared to $0.8 million in 2004, 


reflecting the fourth quarter grant of incentive rights, subsequent to completion of the Arrangement to the Trust's employees, 
consultants and directors. 
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INTEREST EXPENSE 


True recorded $1.3 million of interest expense for the year 2005, up from $0.5 million in 2004. Net debt of $111.1 million at the end of 
2005 reflects the incremental net debt assumed in the Meridian and TKE acquisitions combined with True's capital expenditure 
program. 


Interest costs 

Year ended December 31, 3 eal : 2005 2004 
($000s, except where noted) 

Interest expense 1,308 528 
Interest ($/boe) 0.41 0.29 
Net debt at period end 111,129 22,156 
Debt to fourth quarter cash flowratioannualized ~ _0.8x 0.5x 
CAPITAL EXPENDITURES 


Capital expenditures during 2005 were $565.1 million, of which a net $116.1 million was before corporate acquisitions and dispositions. 
By comparison, True spent a cumulative $55.2 million in 2004. During 2005, True achieved a 92% success rate with the drilling of 141 
(110.1 net) wells, resulting in 102 (78.9 net) gas wells and 29 (22.1 net) oil wells. 


Capital expenditures 
Year ended December 31, _ = = 2005 2004 
($000s) 
Lease acquisitions and retention 8,667 5,790 
Geological and geophysical 2,817 1,828 
Drilling and completion costs 85,146 30,911 
Facilities andequipment, 2 18,964 8,113 
Exploration and development 115,594 46,642 
Acquisitions - property 166 8,428 
Acquisitions - corporate 475,879 - 
Head office expenditures eee 324 140 
Total expenditures 591,963 55,210 
Dispositions 5 eee 2 (26,892) (291) 
___Net capital expenditures 565,071 94,919 


At December 31, 2005 True had an extensive land base with approximately 345,930 net acres of undeveloped land, of which 155,805 
net acres are in Saskatchewan, 186,846 net acres are in Alberta and 3,280 net acres are in British Columbia. 


As at December 31, 2005, True has committed to drill five wells in Saskatchewan by the end of 2006 pursuant to various farm-in 
agreements with oil and gas companies. Subsequent to year-end 2005, True has further committed to drill an additional two wells in 
Alberta and one in Saskatchewan. Total estimated cost to True, for these commitments is $3.3 million. 


CEILING TEST 


The Trust calculates a ceiling test quarterly and annually whereby the carrying value of petroleum and natural gas properties is 
compared to estimated future cash flow from the production of proved reserves. In 2005, the ceiling test was performed in accordance 


with the requirements of the Canadian Institute of Chartered Accountants ("CICA") AcG-16 "Oil and Gas Accounting - Full Cost”, a two 
Step process. 
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The Trust performed a ceiling test calculation at December 31, 2005 resulting in undiscounted cash flows from proved reserves and the 
lower of cost and market of unproved properties not exceeding the carrying value of oil and gas assets. Consequently, True performed 
stage two of the ceiling test assessing whether discounted future cash flows from the production of proved plus probable reserves and 
the lower of costs and market of unproved properties exceed the carrying value of oil and gas assets. No impairment in oil and gas 
assets was identified. 


At December 31, 2005, the Trust calculated the ceiling test using weighted average prices of $32.04/ bbl for heavy oil, $57.78/bbl for 
light and medium gravity oil, and $51.50/bbl for NGLs, and $8.93/mcf for natural gas. 


PLAN OF ARRANGEMENT COSTS 


Costs relating to the Arrangement include charges of $2.2 million of stock-based compensation costs arising from the vesting and 
exercising of True Energy Inc. options and $1.4 million of severance and retention costs. 


DEPLETION, DEPRECIATION AND ACCRETION 

Depletion, depreciation and accretion (site restoration) expense for 2005 was $ 61.4 million, compared to $14.6 million in 2004. The 
increased expense reflects the March 2005 acquisition of Meridian assets, the reverse takeover of TKE and increased overall 
production volumes. True has excluded from the depletion calculation $ 60.4 million for undeveloped properties and $40.1 million for 
estimated salvage. 


Depletion, depreciation and accretion costs 


Year ended December 31, — a, oe ee Se. oe 7 mt 2005 = 20004 
($000s, except where noted) 
Depletion 51,804 10,059 
Depreciation 9,300 4394 
Accretion ak ms a are = Soon CO 
61,440 14,623 
19.41 | 7.91 


INCOME TAXES 


For the year ending December 31, 2005 the Trust has recorded a provision for capital taxes of $3.4 million compared to $1.4 million 
expensed in 2004. Capital taxes are based on debt and equity levels of the Trust at the end of the year and are higher in 2005 due to the 
Trust's significant growth in the year, as well as increased gross sales revenue from Saskatchewan based properties. As a result of 
recent legislation, federal capital taxes are to be gradually eliminated over the next two years. 


Future income taxes arise from differences between the accounting and tax bases of the operating companies’ assets and liabilities. 
For the year ending December 31, 2005 the Trust recognized a provision for future income taxes of $2.6 million compared to $9.1 
million expensed in 2004. Over the 2003 to 2007 period, the federal tax rate is to be reduced by seven percentage points, and the 
resource allowance deduction is going to be phased out, to be replaced by a deduction for Crown royalties paid. 


Inthe Trust's structure, payments are made between the operating subsidiaries and the Trust transferring income and future income tax 
liability to the unitholders. Therefore, itis currently expected, based on existing legislation that no cash income taxes are to be paid by 
the operating subsidiaries in the future, and as such, the future income tax liability recorded on the balance sheet will be recovered 
through earnings over time. As at December 31, 2005, the operating subsidiaries have a future income tax liability balance of $146.7 
million. Canadian generally accepted accounting principles require that a future income tax liability be recorded when the book value of 
assets exceeds the balance of tax pools. It further requires that a future tax liability be recorded on an acquisition when a corporation 
acquires assets with associated tax pools that are less than the purchase price. 
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As a result of the reverse takeover of TKE and the acquisition of Meridian during the year, the Trust recorded a total additional future 
income tax liability of $129.3 million. At December 31, 2005 the operating subsidiaries of the Trust had approximately $165 million, net 
of partnership deferrals, in tax pools available for deduction against future earnings. 

DISTRIBUTIONS 


For the year ended December 31, 2005 the Trust declared $17.4 million of total distributions as follows: 


Monthly 
distribution 
Distributions perunit Total 
($000s, except monthly amount) 
Afterthe arrangement (twomonthperiod) " $0.24" 17,361 


(1) The monthly distribution amount per unit after the Arrangement reflects a 1:2 trust unit consolidation on November 2, 2005. 


For Canadian tax purposes, 2005 distributions, both prior to and post Arrangement, were determined to be 95 percent taxable and 5 
percent a tax deferred return of capital in the hands of Canadian unitholders. In Canada, the tax-deferred portion would usually be 
treated as an adjustment to the cost base of the units. In consultation with its U.S. tax advisors, True believes that its trust units should 
be properly classified as equity in a corporation, rather than debt, and that dividends paid to individual U.S. unitholders should be 
"qualified dividends" for U.S. federal income tax purposes. As such, the portion of the distributions made during 2005 that are 
considered dividends for U.S. federal income tax purposes should qualify for the reduced rate of tax applicable to long-term capital 
gains. Unitholders or potential unitholders should consult their own legal or tax advisors as to their particular income tax consequences 
of holding True units. Please view our press release addressing this. 


DISTRIBUTION REINVESTMENT PLAN 


Effective December 1, 2004, TKE Energy Trust implemented a Distribution Reinvestment Plan ("DRIP"). The DRIP provides eligible 
unitholders of trust units of the Trust the opportunity of accumulating additional units by reinvesting their distributions at a discount, as 
defined in the plan, effectively 95% of the arithmetic average of the daily volume weighted average trading prices, as adjusted for 
certain capital changes. Further details of the plan and information on how to enroll is available on the Trust's website. The Board of 
Directors have approved an enhanced DRIP program, which will be implemented in the near future. 


LIQUIDITY AND CAPITAL RESOURCES 


The Trust's net debt as at December 31, 2005 was $111.1 million, with $71.4 million drawn ona revolving credit facility and the balance a 
networking capital deficit. True's year end net debt compared to the fourth quarter cash flow, annualized, was 0.8 times. 


Immediately following the completion of the Plan of Arrangement with TKE, new banking facilities were put in place. This bank facility 
for True Energy Inc. and the Trust consists of a demand revolving credit facility with two Canadian Chartered banks in the amount of 
$115 million and an operating facility of $10 million. The credit facility is guaranteed by the Trust and all material subsidiaries, and is 
secured against all of the assets of True Energy Inc., the Trust and all material subsidiaries. Security is provided by a first floating 
charge demand debenture of $250 million. True has provided a negative pledge and undertaking to provide fixed charges over major 
petroleum and natural gas reserves in certain circumstances. Interest is payable at the lenders’ prime rate, subject to adjustment 
depending on the debt to cash flow ratio. Astandby fee is charged on one eighth of one percent (0.125%) on the undrawn portion of the 
credit facility. The availability under the facility was subject to an interim review date of March 1, 2006 and an annual review on or before 
June 1, 2006. Prior to March 1, 2006, the interim review date was extended to May 31, 2006 and the working capital covenant was 
waived. In March 2006, the facility was changed to a $135 million demand revolving credit facility with one Canadian Chartered bank 
and a$15 million operating facility, subject to an annual review by June 1, 2006. 
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Management expects to be able to fund the capital expenditure program for 2006 using cash flow from operations and available credit 
facilities. If cash flows are other than projected, capital expenditure levels will be adjusted. The practice of continually monitoring 
spending opportunities in comparison to expected cash flow levels allows for adjustments to the capital program as required. True 
anticipates year-end 2006 net debt of the Trust to be approximately $140 million. 


On March 16, 2005, True Energy Inc. completed the purchase of all of the issued and outstanding shares of Meridian, subject to shares 
not tendered to the offer being acquired pursuant to compulsory acquisition provisions. In total, True issued 35,749,931 shares and 
paid $0.6 million cash to acquire Meridian. On November 2, 2005 True Energy Inc completed the reverse takeover of TKE through the 
Arrangement. True shareholders exchanged one True common share for 0.50 pre-consolidation (0.25 post-consolidation) trust unit of 
TKE, 0.10 of a common share of Vero and one share purchase warrant of Vero. TKE's name was changed to True Energy Trust, and 
the TKE trust units were consolidated on a 1 for 2 basis. True Energy Inc. and TKE Energy Inc. were amalgamated to form the new 
administrator of the Trust under the name True Energy Inc. 


Prior to the completion of the Arrangement, all of the outstanding incentive units of TKE Energy Trust and stock options of True Energy 
Inc. were either exercised or cancelled. Subsequent to the Arrangement, at December 31, 2005 the Trust had outstanding 3,159,000 
incentive rights exercisable at an average exercise price of $18.27 per unit (prior to adjustment, as set out in the plan). As at March 13, 
2006 the Trust had outstanding a total of 3,339,832 incentive units exercisable at an average exercise price of $18.43 per unit (prior to 
adjustment), 618,199 exchangeable shares (convertible into an aggregate of 365,689 trust units and 36,309,968 trust units as at March 
13, 2006 and subject to further adjustments for distributions made on Trust Units). 


FOURTH QUARTER 


Cash flow from operations during the fourth quarter of 2005 was $32.9 million, an increase of 219% compared to $10.3 million for the 
fourth quarter of 2004. By comparison, in the last quarter of 2005, True recorded an increase in earnings of 14% ($3.2 million), 
compared to $2.8 million in the fourth quarter of 2004. For the fourth quarter 2005 compared to 2004, True's cash flow from operations 
increased more than net earnings primarily as a result of incremental cash and non cash costs incurred in connection with the 
Arrangement and increased depletion and depreciation charges from the acquisition of TKE. 


Sales volumes for the three months ended December 31, 2005 averaged 10,784 boe/d, up 82% from the 5,927 boe/d produced in the 
fourth quarter of 2004. Production during the last quarter of 2005 included TKE volumes for November and December, the post 
Arrangement period, and excluded Vero sales for the same period. Natural gas sales averaged 42.5 mmcf/d during the last quarter of 
2005, compared to 23.2 mmcf/d in the fourth quarter of 2004. The weighting toward natural gas averaged 66% in the fourth quarter, 
compared to 65% in the corresponding period of 2004. In the last quarter of 2005, True's natural gas exploration efforts focused 
primarily on drilling 29 (27.9 net) natural gas wells at Dodsland, Saskatchewan, 11 (5.0 net) gas wells at Willesden Green, Alberta, and 6 
(5.0 net) wells at Freemont, Saskatchewan. Crude oil, condensate and NGL sales volumes averaged 3,699 bbls/d in the fourth quarter 
compared to 2,064 bbls/d during the same period of 2004. During the fourth quarter of 2005, True drilled 4 (4.0 net) heavy oil wells at 
Kerrobert, 12 (7.9 net) light oil wells at Kerrobert and 1 (0.2 net) light oil well at Montag. During the fourth quarter of 2005, True invested 
$52.8 million on capital projects, excluding corporate and asset acquisitions and dispositions, compared to $17.5 million in 2004. 


During the fourth quarter of 2005, True enjoyed healthy commodity prices. The average Alberta Spot price during this quarter was 74% 
higher than in the same period in 2004. For the three months ending December 31, 2005, before accounting for transportation costs or 
hedges, True received an average natural gas price of $11.88/mcf, 78% greater than $6.68/mcfin the same period in 2004. For heavy 
crude oil, True received an average price before transportation of $30.53/bbl during the fourth quarter of 2005, 25% more than 
$24.47/bbl in 2004. In comparison, the average reference price for Bow River crude in 2005 was 20% more than the average 2004 
price in the same period. For light oil, condensate and NGLs, True received an average price of $60.49/bbl during the last quarter of 
2005, 8% more than the average price of $56.18/bbl received in the same period of 2004, despite a 23% increase in the Edmonton par 
reference price in this same period. During the fourth quarter of 2005, pre-transportation revenue of $60.8 million was 212% more than 


the corresponding 2004 period. 
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In the fourth quarter of 2005, the Trust paid $15.5 million in royalties, compared to $5.0 million in the same period in 2004. Asa 
percentage of pre-hedge sales (after transportation costs), royalties were 26% in 2005 compared to 27% in 2004. In this same period of 
2005, operating costs totaled $7.6 million, compared to $2.8 million recorded in the same period of 2004. During the fourth quarter of 
2005, operating costs averaged $7.66/boe, up from the $5.10/boe incurred during the fourth quarter of 2004, reflecting the higher per 
unit cost of the TKE properties and increased field costs for services. During the fourth quarter of 2005, company field operating 
netbacks improved by 80% compared to 2004, driven primarily by increased crude oil sales prices partially offset by increased per unit 
transportation, royalties and operating costs. Field operating netbacks for natural gas during the fourth quarter of 2005 of $7.37/Mcf 
were 90% greater than the 2004 netbacks, reflecting an increased gas price combined with operating costs reductions. Field operating 
netbacks for crude oil and NGLs during the fourth quarter of 2005 averaged $22.32/bbl, up from $14.98/bbl during the fourth quarter of 
2004. 


In the fourth quarter of 2005, the net cost of general and administrative charges was $1.2 million, compared to $0.8 million in the 
comparable 2004 period reflecting the increased costs for services. Effective November 2, 2005, True completed the reverse takeover 
of TKE through the Arrangement. 


Depletion, depreciation and accretion expense for the fourth quarter of 2005 was $28.7 million, compared to $4.5 million in 2004, 
reflecting the acquisition of the TKE resource properties through the Arrangement. 


BUSINESS PROSPECTS AND 2006 OUTLOOK 


Since its formation in September 2000, True has experienced significant growth in its production and land base. As a royalty trust, a 
more moderated growth pattern is expected in comparison, as the Trust continues to develop its core assets and conduct some 
exploration programs utilizing the inventory of geological prospects. In addition, the Trust will explore potential acquisition 
opportunities. Currently, the Trust's producing properties are located in Saskatchewan, Alberta and British Columbia. 


With a year-end 2005 production exit rate of approximately 12,000 boe/d, and a moderate capital program, the Trust currently 
anticipates that 2006 average production will be approximately 12,000 to 12,500 boe/d, weighted approximately two-thirds toward 
natural gas. True believes world and domestic supply and demand factors will result in longer term strong prices for crude oil and 
natural gas in 2006, despite potential softness mid-year. True currently has budgeted the U.S.$/ Cdn $ exchange rate to average 0.87 
for 2006. 


Fourth quarter 2005 royalty rates and operating costs, reflecting the impact of the historical True asset base combined with the TKE 
production base, are expected to continue throughout 2006 in this approximate range. Operating costs may vary depending on 
weather conditions and the cost of services. Royalties will also vary as wells on royalty holidays reach the allowed maximum. 


Capital expenditure levels will be adjusted as cash flow levels vary. Currently, the Trust anticipates spending approximately $40 


million, net of dispositions, in 2006 on oil and gas exploration and development activities within Saskatchewan, Alberta and British 
Columbia, including minor asset acquisitions. 
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CHANGES IN ACCOUNTING POLICIES 


Effective January 1, 2004, True adopted Accounting Guideline 16, “Oil and Gas Accounting - Full Cost”. In September 2002, the 
Canadian Institute of Chartered Accountants (“CICA”) approved Section 3063, “Impairment of Long-Lived Assets” (S. 3063), 
establishing standards for the recognition, measurement and disclosure of the impairment of long-lived assets and applies to long-lived 
assets held for use. An impairment loss is recognized when the carrying value exceeds its fair value and is not recoverable. This 
standard is effective for fiscal years beginning on or after April 1, 2003. AcG-16, issued in September 2003, includes this section in the 
application of the impairment test for oil and gas companies using the full cost method of accounting. The carrying value for oil and gas 
properties is limited to their fair value, which is equal to estimated future cash flows from proved and probable reserves, calculated 
using future price forecasts and costs discounted at a risk-free rate. The former ceiling test used undiscounted cash flows determined 
using constant prices, reduced for general and administrative and financing costs. The adoption of this standard had no material 
adverse impact on the Trust's financial results. 


Also effective January 1, 2004 True adopted the CICA's new accounting pronouncement Accounting Guideline 13 “Hedging 
Relationships” (AcG-13) which is in effect for fiscal years commencing on or after July 1, 2003. This Guideline sets out certain 
conditions when hedge accounting may be applied; otherwise the fair values of derivative financial instruments are recorded as an 
asset or liability on the balance sheet. At December 31, 2005 True did not have any hedges; hence the guideline has no applicability. 


For the fiscal year beginning January 1, 2004, True adopted the CICA's new section “Asset Retirement Obligations” (Section 3110). 
This new accounting pronouncement requires accrued reclamation and abandonment obligations be recognized on the balance sheet 
by increasing oil and gas properties offset by a corresponding liability. The asset and liability are initially measured at fair value, being 
the discounted future value of the liability, and then capitalized as part of the cost of the asset and subsequently amortized over the life 
of the asset. The liability accretes until the retirement obligation is settled. The adoption of this standard does not have a material 
adverse impact on the Trust's financial position or results of operations. 


The Trust has adopted the March 19, 2004 recommendation of the Emerging Issues Committee of the CICA on flow-through shares 
(EIC-146), which requires the recognition of the foregone tax benefits at the time of renouncement, provided there is reasonable 
assurance that the expenditures will be incurred. Prior to 2004, the tax effect of the renouncement was recorded when the 
corresponding flow-through shares were issued. In April 2004, the Trust committed to incur $5.5 million of qualifying Canadian 
Exploration Expense (“CEE”) expenditures by the end of 2005 to satisfy 2004 flow-through share agreements. In accordance with EIC- 
146, in the first quarter of 2005, True reduced its CEE income tax pool and recognized the income tax effect on related share issue costs 
when the expenditures were renounced to the shareholders. This commitment has been satisfied. 


SENSITIVITY ANALYSIS 


The table below shows sensitivities to cash flow as a result of product price and operational changes. This is based on average 
production volumes of 12,400 boe/d. These sensitivities are approximations only, and not necessarily valid under other significantly 
different production levels or product mixes. Hedging activities can significantly affect these sensitivities. Changes in any of these 
parameters will affect cash flow as shown in the table below: 


Sensitivity analysis 
Cash flow from 
Cash flow from operations 
eee as oe ___operations __ per diluted unit 
a ($000s) 
Change of US $1/bb! WTI 1,084 0.03 
Change of US $0.10/mcf 1,609 0.04 
Change of US $0.01 Cdn/US exchange rate 2,202 0.06 
Change in prime of 1% : LAvS 0.03 
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SELECTED QUARTERLY CONSOLIDATED INFORMATION 


The following table sets forth selected consolidated financial information of the Trust for the eight most recently completed quarters at 
the end of 2005. 


2005 - Quarter ended (unaudited) ” 
March 31 June 30 September30 December 31 


($000s, exceptperunitamounts) 


Gross revenues before royalties and transportation 22,441 33,663 44510 60,839 
Cash flow from operations 10,732 18,013 25,500 32,893 
Cash flow from operations per unit 
Basic $0.63 $0.73 $1.04 $1.02 
Diluted $0.61 $0.72 $1.01 $1.00 
Net earnings 1,030 3,130 6,502 3,228 
Net earnings per unit 
Basic $0.06 $0.13 $0.26 $0.10 
Diluted $0.06 $0.13 $0.26 $0.10 


Capital expenditures, a 205,095 20,166 28,651 311,159 


2004 - Quarter ended (unaudited) ” 
__March 31 June 30 September 30. December 31 


($000s, except per unit amounts) 


Gross revenues before royalties and transportation 13,342 i 3G 17,760 19,469 
Cash flow from operations 6,264 8,783 8,593 10,305 
Cash flow from operations per unit 

Basic $0.46 $0.58 $0.56 $0.67 

Diluted $0.45 $0.57 $0.54 $0.65 
Net earnings 958 2,874 2,295 2,833 
Net earnings per unit 

Basic $0.07 $0.19 $0.15 $0.18 

Diluted $0.07 $0.19 $0.15 $0.18 
Capital expenditures, net 15,243 9,075 13,102 17,499 


(1) Restated for changes in accounting policies and to reflect the consolidation of units effective November 2, 2005. 
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SELECTED ANNUAL INFORMATION 


Years ended December 31, 4 ee 200) eee 2004 eee 20032 
($000s, except per unit amounts) 
Gross revenues before royalties and transportation 161,453 67,948 38,479 
Cash flow from operations Oro 33,945 16,012 
Cash flow from operations per unit 

Basic $3.53 $2.28 $1:33 

Diluted $3.47 $2.23 $1.30 
Net earnings 13,890 8,960 4 363 
Net earnings per unit 

Basic $0.56 $0.60 $0.36 

Diluted $0.55 $0.59 $0.35 
Capital expenditures, net 565,071 54,919 20,040 
Total assets 731,129 108,339 64,612 
Total net debt - current 111,129 22,158 14,461 
Long-term financial liabilities 

Obligations under capital lease 54 - - 

Capital taxes payable 1,700 1,364 836 

Future income taxes 146,729 13,209 4,481 

Asset retirement obligations 10,457 O99! 2102 

Exchangeable shares of subsidiary 9,709 


(1) Restated for changes in accounting policies and to reflect the consolidation of units effective November 2, 2005. 
BUSINESS RISKS, UNCERTAINTIES AND FORWARD-LOOKING STATEMENTS 


Statements in this document may contain forward-looking information including expectations of future production, components of cash 
flow and earnings, expected future events and/or financial results that are forward looking in nature and subject to substantial risks and 
uncertainties. The reader is cautioned that assumptions used in the preparation of such information may prove to be incorrect. The 
Trust cautions the readers that actual performance will be affected by a number of factors, as many may respond to changes in 
economic and political circumstances throughout the world. Events or circumstances may cause actual results to differ materially from 
those predicted, a result of numerous known and unknown risks, uncertainties, and other factors, many of which are beyond the control 
of the Trust. These risks include, but are not limited to; the risks associated with the oil and gas industry, commodity prices and 
exchange rate changes. Industry related risks could include, but are not limited to; operational risks in exploration, development and 
production, delays or changes in plans, risks associated with the uncertainty of reserve estimates, health and safety risks and the 
uncertainty of estimates and projections of production, costs and expenses. These external factors beyond the Trust's control may 
affect the marketability of oil and natural gas produced, industry conditions including changes in laws and regulations, changes in 
income tax regulations, increased competition, fluctuations in commodity prices, interest rates, and variations in the Canadian/United 
States dollar exchange rate. The reader is cautioned not to place undue reliance on this forward looking information. 


True's production and exploration activities are concentrated in the Western Canada Sedimentary Basin, where activity is highly 
competitive and includes a variety of different sized companies ranging from smaller junior producers to the much larger integrated 
petroleum companies. True is subject to the various types of business risks and uncertainties including: 


- Finding and developing oil and natural gas reserves at economic costs; 


- Production of oil and natural gas in commercial quantities; and 
- Marketability of oil and natural gas produced. 


TRUE ENERGY TRUST | 18 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


In order to reduce exploration risk, the Trust strives to employ highly qualified and motivated professional employees with a 
demonstrated ability to generate quality proprietary geological and geophysical prospects. To help maximize drilling success, True 
combines exploration in areas that afford multi-zone prospect potential, targeting a range of low to moderate risk prospects with some 
exposure to select high-risk with high-reward opportunities. True also explores in areas where the Trust has significant drilling 
experience. 


The Trust mitigates its risk related to producing hydrocarbons through the utilization of the most appropriate technology and information 
systems. In addition, True seeks to maintain operational control of the majority of its prospects. 


Oil and gas exploration and production can involve environmental risks such as pollution of the environment and destruction of natural 
habitat, as well as safety risks such as personal injury. In order to mitigate such risks, True conducts its operations at high standards and 
follows safety procedures intended to reduce the potential for personal injury to employees, contractors and the public at large. The 
Trust maintains current insurance coverage for general and comprehensive liability as well as limited pollution liability. The amount and 
terms of this insurance are reviewed on an ongoing basis and adjusted as necessary to reflect changing corporate requirements, as 
well as industry standards and government regulations. True may periodically use financial or physical delivery hedges to reduce its 
exposure against the potential adverse impact of commodity price volatility, as governed by formal policies approved by senior 
management subject to controls established by the Board of Directors. 


CRITICAL ACCOUNTING ESTIMATES 


The reader is advised that the critical accounting estimates, policies, and practices as described in the Trust's Management's 
Discussion and Analysis continue to be critical in determining True's financial results. 


The reader is cautioned that the preparation of financial statements in accordance with GAAP requires management to make certain 
judgments and estimates that affect the reported amounts of assets, liabilities, revenues and expenses. Estimating reserves is also 
critical to several accounting estimates and requires judgments and decisions based upon available geological, geophysical, 
engineering and economic data. Estimated reserves are also utilized by True's bank in determining credit facilities. Reserves affect 
net income through depletion, site restoration and abandonment estimates and the ceiling test calculation. Estimating reserves is very 
complex, requiring many judgments based on available geological, geophysical, engineering and economic data. Changes in these 
judgments could have a material impact on the estimated reserves. These estimates may change, having either a negative or positive 
effect on net earnings as further information becomes available, and as the economic environment changes. Changes in these 
judgments and estimates could have a material impact on the financial results and financial condition. The following discussion 
outlines accounting policies and practices that are critical to determining True's financial results. 


In following the liability method of accounting for income taxes, related assets and liabilities are recognized for the estimated tax 
consequences between amounts included in the financial statements and their tax base using substantively enacted future income tax 
rates. Timing of future revenue streams and future capital spending changes can affect the timing of any temporary differences, and 
accordingly affect the amount of the future income tax liability calculated at a point in time. These differences could materially impact 
earnings. 


The Trust is involved in various claims and litigation arising in the normal course of business. While the outcome of these matters is 
uncertain and there can be no assurance that such matters will be resolved in the Trust's favor, the Trust does not currently believe that 
the outcome of adverse decisions in any pending or threatened proceeding related to these and other matters or any amount which it 
may be required to pay by reason thereof would have a material adverse impact on its financial position or results of operations. 


With the above risks and uncertainties the reader is cautioned that future events and results may vary substantially from that which True 
currently foresees. 


TRUE ENERGY TRUST | 19 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


LEGAL, ENVIRONMENTAL REMEDIATION AND OTHER CONTINGENT MATTERS 


The Trust reviews legal, environmental remediation and other contingent matters to both determine whether a loss is probable based 
on judgment and interpretation of laws and regulations and determine that the loss can reasonably be estimated. When the loss is 
determined, itis charged to earnings. The Trust's management monitor known and potential contingent matters and make appropriate 
provisions by charges to earnings when warranted by circumstance. 


COMMITMENTS 


As at December 31, 2005, True had committed to drill five wells in Saskatchewan by the end of 2006 pursuant to various farm-in 
agreements with oil and gas companies. Subsequent to year-end 2005, True has further committed to drill an additional two wells in 
Alberta and one in Saskatchewan. Total estimated cost to True, for these commitments is $3.3 million. 


Leases relating to gas compression and other equipment, having initial costs totaling $1.2 million (2004 - $1.2 million) have been 
classified as capital leases and are included in property, plant and equipment. The capital lease obligations have implicit interest rates 
consisting of a variable Bankers Acceptance rate + 3.7%, and 8.50%; and are repayable as follows: 2006 - $258,081 and 2007 - 
$53,563. 


The Trust has further committed to various corporate sponsorships extending to September 2006 at an estimated combined cost of up 
to $42,000. 


The Trust is committed to payments under operating leases for office space as follows: 


Gross Expected Net 
1 cl cunt a ee OCOVEICS ee me aOUNT 
$000s 
ae 1s 434 741 
2007 1,191 417 114 
2008 1,183 241 942 
2009 863 241 622 


20 a ee ee ee eee eee 


DISCLOSURE CONTROLS AND PROCEDURES 


Disclosure controls and procedures have been designed to ensure that information required to be disclosed by the Trust is 
accumulated and communicated to the Trust's management as appropriate to allow timely decisions regarding required disclosure. 
The Trust's Chief Executive Officer and Chief Financial Officer have concluded, based on their evaluation as of the end of the period 
covered by the Trust's annual filings for the most recently completed financial year, that the Trust's disclosure controls and procedures 
as of the end of such period are effective to provide reasonable assurance that material information related to the Trust, including its 
consolidated subsidiaries, is made known to them by others within those entities. It should be noted that while the Trust's Chief 
Executive Officer and Chief Financial Officer believe that the Trust's disclosure controls and procedures provide a reasonable level of 
assurance that they are effective, they do not expect that the disclosure controls and procedures will prevent all errors and fraud. A 
control system, no matter how well conceived or operated, can provide only reasonable, not absolute, assurance that the objectives of 


the control system are met. 
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MANAGEMENT'S RESPONSIBILITIES FOR FINANCIAL STATEMENTS 


The management of True Energy Trust is responsible for the preparation and integrity of the accompanying consolidated financial 
statements and all other information contained in this report. The consolidated financial statements have been prepared in accordance 
with accounting principles generally accepted in Canada and include amounts that are based on management's informed judgments 
and estimates where necessary. 


The Trust maintains internal accounting control systems that are adequate to provide reasonable assurance that assets are 
safeguarded, transactions are executed in accordance with management's authorization and accounting records are reliable as a 
basis for the preparation of the consolidated financial statements. 


The Board of Directors, through its Audit Committee, monitors management's financial and accounting policies and practices and the 
preparation of these consolidated financial statements. The Audit Committee meets periodically with the external auditors and 
management to review the work of each and the propriety of the discharge of their responsibilities. 


The Audit Committee reviews the consolidated financial statements of the Trust with management and the external auditors prior to 
submission to the Board of Directors for final approval. The external auditors and the Board of Directors also review the Annual Report 
before itis finalized. The external auditors have full and free access to the Audit Committee to discuss auditing and financial reporting 
matters. The Shareholders have appointed KPMG LLP as the external auditors of the Trust, and, in that capacity, they have examined 
the consolidated financial statements for the years ended December 31, 2005 and 2004. 


LL Kho ie 


Paul R. Baay Joan E. Dunne 
President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 
March 17, 2006 
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AUDITORS’ REPORT 10 THE SHAREHOLDERS 


We have audited the consolidated balance sheets of True Energy Trust as at December 31, 2005 and 2004 and the consolidated 
statements of earnings and deficit and cash flows for the years then ended. These consolidated financial statements are the 
responsibility of the Trust's management. Our responsibility is to express an opinion on these consolidated financial statements based 
on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Trust as at 


December 31, 2005 and 2004 and the results of its operations and its cash flows for the years then ended in accordance with Canadian 
generally accepted accounting principles. 


? Lf 
ype 2F 
Chartered Accountants 


Calgary, Canada 
March 17, 2006 
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CONSOLIDATED BALANCE SHEETS 


December 31,2005 December 31, 2004 
($000s) 
ASSETS 
Current assets 
Accounts receivable $ 57,276 $ 11,855 
Deposits and prepaid expenses 1,806 786 
59,082 12.641 
Property, plant and equipment (note 5) 600,077 95.698 
Goodwill (note 4) 71,970 - 
$ 731,129 $ 108,339 
LIABILITIES AND SHAREHOLDERS' EQUITY 
Current liabilities 
Accounts payable and accrued liabilities $ 88,270 $ 22,095 
Distributions payable to unitholders 8,677 - 
Capital taxes payable 1,641 - 
Current portion of obligations under capital lease (note 7) 258 - 
Bank debt (note 6) 71,365 12,704 
170,211 34,799 
Obligations under capital lease (note 7) 54 - 
Capital taxes payable 1,700 1,364 
Asset retirement obligations (note 8) 10,457 3,951 
Future income taxes (note 13) 146.729 13,209 
Exchangeable shares of Subsidiary (note 9) 9,709 - 
Unitholders' equity 
Unitholders' capital (note 10) 418.968 60.229 
Contributed surplus (note 11) 5,127 877 
Deficit (31,826) (6,090) 
392,269 55,016 
$ 731,129 $ 108,339 


Commitments and contingencies (note 15) 
Subsequent events (notes 6 and 16) 


See accompanying notes to the consolidated financial statemenis. 


On behalf of the Board of Directors 


Garth Wiggins 
Director 
Chairman, Audit Committee 


Media? 


W.C. (Mickey) Dunn 
Director 
Chairman of the Board 
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CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT 


YearendedDecember31 — nace 20082004 
($000s) 
REVENUE 
Petroleum and natural gas sales $ 161,453 $ 67,948 
Royalties, net ofAlberta royalty tax credit 40818 17,389 
120,635 50,559 
EXPENSES 
Production 21,219 10,939 
Transportation 3,525 1,813 
General and administrative 4,231 2,475 
Interest on bank debt 1,289 413 
Other interest 19 115 
Unit-based compensation (note 11) 5,402 756 
Depletion, depreciation and accretion 61,440 14,623 
Plan ofArrangement costs (note 4(b)) 3,561 - 
100,686 31,134 
EARNINGS BEFORE TAXES 19,949 19,425 
TAXES (note 13) 
Current income taxes 7 17 
Capital taxes 3,394 1,369 
Future income taxes 2,636 Re IES 
6,037 10,465 
NET EARNINGS BEFORE NON-CONTROLLING INTEREST 13,912 8,960 
Non-controlling interest (note 9) _ 22 - 
NET EARNINGS 13,890 8,960 
Deficit, beginning of year as previously stated (6,090) 14,992) 
Change in accounting policy (note 3(a)) Eee : (58) 
Deficit, beginning of year as restated (6,090) 15,050) 
Transfer of assets pursuant to Plan ofArrangement (note 4(c)) (22,265) - 
Distributions 7 7 (17,361) _ 
Deficit, end of year es $ (31,826) $ (6,090) 
Net earnings per trust unit (note 14) 
Basic $ 0.56 $ 0.60 
Diluted $ 0.55 $ 0.59 


See accompanying notes to the consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


YearendedDecember31_ eT > os 2005 2004 
($000s) 
CASH PROVIDED BY (USED IN): 
OPERATIONS 
Net earnings $ 13,890 8,960 
Charges notinvolving cash: 
Non-controlling interest (note 9) 22 - 
Depletion, depreciation and accretion (note 5) 61,440 14,623 
Unit-based compensation (note 11) 7,552 756 
Future income tax (note 13) 2,636 9,079 
___Capitaltaxes(note13) 1,597 927 
Funds from operations 87,137 33,945 
____ Change in non-cash working capital ees 21,665 (163) 
oe ee ye =. 108,802 33,782 
FINANCING 
Payment of distributions (10,766) - 
Issuance of common shares 11,397 14,147 
Share and unit issue costs (3,462) (870) 
Increase in bank debt 15,169 12124 
___ Obligations under capital lease ; = (32) - 
12,306 14,398 
____ Change in non-cash working capital ak (10,664) - 
_ a - a Seer - 1,642 14,398 
INVESTING 
Additions to property, plant and equipment (115,971) (46,782) 
Corporate and asset acquisitions (note 4) (4,174) (8,428) 
_ Proceeds on sale of property, plant and equipment ae 5,012 291 
(115,133) (54,919) 
__Changeinnon-cashworkingcapital Z Wee. 4,689 6,739 


~ Changein cash 


___ Cash, beginning of year 


(110,444) 


(48,180) 


Cash, end of year 


See accompanying notes to the consolidated financial statements. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


1. STRUCTURE OF THE TRUST 


True Energy Trust (“True” or the “Trust”) is an open-ended, unincorporated investment trust governed by the laws of the Province of 
Alberta. Through a Plan of Arrangement (the “Arrangement") that became effective on November 2, 2005, True Energy Inc. became 
the Trust. 


Pursuant to the Arrangement, True Energy Inc. and TKE Energy Trust (“TKE”) entered into a business combination whereby True 
Energy Inc. acquired TKE in a reverse takeover, thus creating True Energy Trust and a publicly listed exploration focused company, 
Vero Energy Inc. (“Vero”). The former shareholders of True Energy Inc. initially controlled approximately 71% of the Trust and 
substantially all of the Trust's new management team is the former management of True Energy Inc. 


The Arrangement resulted in True Energy Inc. shareholders receiving, for each True Share held: (i) 0.5 of a pre-consolidated trust unit 
(0.25 of a post-consolidated trust unit): (ii) 0.10 of a Vero Share; and (iii) one Vero arrangement warrant. 


Concurrent with approval of the Arrangement, TKE received approval from Unitholders at the TKE unitholder meeting to consolidate its 
existing outstanding trust units on a one-for-two (1:2) basis and to change its name to “True Energy Trust”. Under the Arrangement, 
True Energy Inc. and TKE Energy Inc. were amalgamated to form the new administrator of the Trust under the name True Energy Inc. 


The purpose of the Trust is to indirectly explore for, develop and hold interests in petroleum and natural gas properties, through 
investments in securities of subsidiaries and net profits interests in oil and natural gas properties. The business of the Trustis carried on 
by True Energy Inc., its wholly owned subsidiary Marengo Exploration Ltd., True Energy Partnership and TKE Energy Partnership. The 
Trust owns, directly and indirectly, 100% of the common shares, (excluding the exchangeable shares - see note 9) of True Energy Inc. 
and Marengo Exploration Ltd and 100% of the interests of True Energy Partnership and TKE Energy Partnership. The activities of True 
Energy Inc. , Marengo Exploration Ltd. and the partnerships, are financed through interest bearing notes from the Trust and third party 
debt as described in the notes to the financial statements. 


Pursuant to the terms of a Net Profit Interest Agreement (the “NPI Agreement’), the Trust is entitled to a payment from True Energy Inc. 
each month equal to the amount by which 99% of the gross proceeds from the sale of production exceed certain deductible 
expenditures (as defined). Under the terms of the NPI Agreement, deductible expenditures may include amounts, determined on a 
discretionary basis, to fund capital expenditures, to repay third party debt and to provide for working capital required to carry out the 
operations of True Energy Inc., Marengo Exploration Ltd., True Energy Partnership and TKE Energy Partnership. 


The Trust will make distributions to the Unitholders in amounts equal to the net income of the Trust earned from interest income on the 
notes and from the income generated under the NPI Agreement, and from any dividends paid on the common shares of True Energy 
Inc., less any expenses of the Trust. 


The conversion of True Energy Inc. to True Energy Trust has been accounted for as a reverse takeover of TKE and a continuity of 
interests of True Energy Inc. Accordingly, the consolidated financial statements for 2005 reflect the financial position, results of 
operations and cash flows as if the Trust had always carried on the business formerly carried on by True Energy Inc. The year ended 
December 31, 2005 reflects the results of operations and cash flows of True Energy Inc. and its subsidiaries for the period January 1 to 
November 1, 2005, and the results of operations and cash flows of the Trust (including TKE and its subsidiaries) for the period 
November 2 to December 31, 2005. The comparative figures are the results of True Energy Inc. and its subsidiaries. Due to the 
changes pursuant to the Arrangement, certain information included in the notes for prior periods may not be directly comparable. 


The term “units” has been used to identify both the trust units and the exchangeable shares of the Trust issued on or after November 2, 
2005 as well as the common shares of True Energy Inc. outstanding prior to the Arrangement on November 2, 2005. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


Relationship with Vero Energy Inc. 


In conjunction with the Arrangement, the Trust entered into a Transitional Services Agreement (“Agreement”) with Vero where the Trust 
provides personnel and certain administrative and technical services in connection with the management, development, exploitation 
and operation of the assets of Vero. The initial term of the Agreement was for a period of 3 months after the effective date of the 
Arrangement, however, this Agreement has been extended to April 1, 2006. The Trust provides these services to Vero on an expense 
reimbursement basis, based on Vero's monthly capital activity and production levels relative to the combined capital activity and 
production levels of both the Trust and Vero. Total expenses incurred by Vero for the year ended December 31, 2005 were $0.1 million 
and included within December 31, 2005 accounts payable. Vero owes a further $0.7 million relating to transaction costs True incurred 
to effect the Arrangement, and is included in the December 31, 2005 accounts payable. 


Effective April 1, 2006 True will sublease office space to Vero for $20,000 per month for a period of five years ending March 31, 2011. 
2. SIGNIFICANT ACCOUNTING POLICIES 


The consolidated financial statements of the Trust have been prepared by management in accordance with generally accepted 
accounting principles in Canada. The preparation of consolidated financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the amounts reported in the consolidated 
financial statements and accompanying notes. Amounts recorded for depreciation, depletion and amortization, asset retirement costs 
and obligations and amounts used for ceiling test and impairment calculations are based on estimates of natural gas, and crude oil 
reserves and future costs required to develop those reserves. Actual results could differ from those estimates. The consolidated 
financial statements have, in management's opinion, been properly prepared using careful judgment and reasonable limits of 
materiality and within the framework of the significant policies summarized below: 


a. Principles of consolidation 


The consolidated financial statements include the accounts of the Trust and its subsidiaries. Any reference to the “Trust” throughout 
these consolidated financial statements refers to the Trust andits subsidiaries. Allinter-entity transactions have been eliminated. 


b. Petroleum and natural gas properties 


The Trust follows the full cost method of accounting for petroleum and natural gas operations whereby all costs related to the 
exploration and the development of petroleum and natural gas reserves are capitalized. These costs include land acquisition costs, 
geological and geophysical expenses, the costs of drilling both productive and non-productive wells and directly related overhead. 
Proceeds from the disposal of properties are deducted from the full cost pool without recognition of a gain or loss unless such a sale 
would significantly alter the rate of depletion and depreciation. 


c. Depletion and depreciation 


Depletion of petroleum and natural gas properties is provided using the unit-of-production method based on production volumes before 
royalties in relation to total estimated proved reserves as determined by independent engineers and calculated in accordance with 


National Instrument 51-101. Natural gas reserves and production are converted at the energy equivalent of six thousand cubic feet to 
one barrel of oil. 


Calculations for depletion and depreciation of production equipment are based on total capitalized costs plus estimated future 
development costs of proved undeveloped reserves less the estimated net realizable value of production equipment and facilities after 
the proved reserves are fully produced. The costs of acquiring and evaluating unproved properties are excluded from depletion 
calculations. These properties are assessed periodically to ascertain whether impairment has occurred. When the property is 
considered to be impaired, the cost of the property or the amount of the impairmentis added to costs subject to depletion. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


d. Ceiling test 


The Trust applies a two-stage ceiling test to capitalized costs to ensure that such costs do not exceed the undiscounted future cash 
flows from production of proved reserves. Undiscounted future cash flows are calculated based on management's best estimate of 
forward indexed prices applied to estimated future production of proved reserves plus anticipated proceeds from the sale of 
undeveloped properties, less estimated future operating costs, royalties net of Alberta Royalty Tax Credits, capital and income taxes, 
future development costs and abandonment costs. When the carrying amount of a cost centre is not recoverable, the second stage of 
the process will determine the impairment whereby the cost centre would be written down to its fair value. The second stage requires 
the calculation of discounted future cash flows from proved plus probable reserves. The fair value is estimated using accepted present 
value techniques, which incorporate risks and other uncertainties when determining expected cash flows. 


e. Goodwill 


Goodwill is recognized on corporate acquisitions when the total purchase price exceeds the fair value of the net identifiable assets of 
the acquired company. Goodwill is tested for impairment on an annual basis in the fourth quarter. If indications of impairment are 
present, aloss would be charged to earnings for the amount that the carrying value of goodwill exceeds its fair value. 


f. Cash and cash equivalents 


Cash and cash equivalents include bank balances and highly liquid temporary money market instruments with original maturities of 
three months or less. 


g. Asset retirement obligations 


The Trust recognizes a liability for the future retirement obligations associated with the Trust's property, plant, and equipment. The fair 
value of the asset retirement obligation is recorded on a discounted basis. This amount is also capitalized as part of the cost of the 
related asset and amortized to expense over its useful life. The liability accretes until the Trust settles the obligation. 


h. Prepaid contracts 


Advance payments received under prepaid contracts for oil and gas not delivered are deferred and are recognized as revenue when 
deliveries are made. Revenue is recognized on a straight-line basis by dividing the advance payment by the total contracted volumes. 


ji. Unit-based compensation plan 


The Trust accounts for its Trust Unit Incentive Plan issued to employees and the Board of Directors using the fair value method. The fair 
value of each trust unit incentive is estimated on the date of the grant using the Black-Scholes options pricing model and charged to 
earnings over the vesting period with a corresponding increase to contributed surplus. 


j. Income taxes 


Income taxes are recorded using the liability method of tax allocation. Future income tax assets and liabilities are determined based on 
“temporary differences” and are measured using the current, or substantively enacted, tax rates and laws expected to apply when 
these differences reverse. A valuation allowance is recorded against any future income tax assets if it is more likely than not that the 


asset will not be realized. 


The Trust is a taxable entity under the Income Tax Act (Canada) and is taxable only on income that is not distributed or distributable to 
the unitholders. As the Trust distributes all of its taxable income to the unitholders and meets the requirements of the Income Tax Act 
(Canada) applicable to the Trust, no provision for income taxes has been madein the Trust. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


k. Flow-through common shares 


Resource expenditure deductions for income tax purposes related to exploration and development activities funded by flow-through 
share issues are renounced to investors in accordance with income tax legislation. The estimated tax benefits transferred to 
shareholders are recorded as future income taxes and reduce share capital at the time of renouncement. 


|. Exchangeable shares of subsidiary 


The exchangeable shares can be traded privately, thereby allowing holders of the exchangeable shares to dispose of them without 
having to exchange them for trust units, and consequently, they must be classified a non-controlling interest outside of Unitholders' 
Equity. 


m. Derivative financial instruments 


The Trust uses derivative financial instruments from time to time to hedge its exposure to commodity price and foreign exchange 
fluctuations. The Trust does not enter into derivative financial instruments for trading or speculative purposes. 


The derivative financial instruments are initiated within the guidelines of the Trust's risk management policy. This includes linking all 
derivatives to specific assets and liabilities on the balance sheet or to specific firm commitments or forecasted transactions. The Trust 
reviews the derivative financial instruments to determine their effectiveness as hedges, both at inception and over the term of the 
instruments. 


The Trust enters into hedges of its exposure to petroleum and natural gas commodity prices by entering into crude oil and natural gas 
swap contracts, options or collars, when it is deemed appropriate. If the derivatives are deemed not to qualify as hedges under 
Canadian accounting standards, the fair values of the derivative financial instruments are recorded as assets or liabilities on the 
balance sheet. Otherwise, the derivative contracts are accounted for as hedges and are not recognized on the balance sheet. 
Realized gains and losses on these contracts are then recognized in petroleum and natural gas revenue and cash flows in the same 
period in which the revenues associated with the hedged transaction are recognized. Premiums paid or received are deferred and 
amortized to earnings over the term of the contract. 


n. Revenue recognition 
Revenues from the sale of petroleum and natural gas are recorded when title passes to an external party. 
o. Joint interests 


A significant portion of the Trust's exploration and development activities are conducted jointly with others and, accordingly, the 
financial statements reflect only the Trust's proportionate interest in such activities. 


p. Measurement uncertainty 


The amounts recorded for depletion and depreciation of petroleum and natural gas property, plant and equipment and the asset 
retirement obligations and related accretion are based on estimates. The cost recovery ceiling test is based on estimates of proved 
reserves, production rates, petroleum and natural gas prices, future costs and other relevant assumptions. By their nature, these 


estimates are subject to measurement uncertainty and the effect on the financial statements of changes in such estimates in future 
periods could be material. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


3. CHANGE IN ACCOUNTING POLICY 
a. Asset retirement obligations 


Effective for fiscal years beginning on or after January 1, 2004, the Trust adopted a new Canadian accounting standard for asset 
retirement obligations. Under the new standard, a liability is recognized for the future retirement obligations associated with the Trust's 
property, plant and equipment. The fair value of the asset retirement obligation is recorded on a discounted basis. This amount is 
capitalized as part of the cost of the related asset and amortized to expense over its useful life. The liability accretes until the Trust 
settles the obligation. 


b. Full cost accounting 


In January 2004, True adopted new Canadian accounting guidance for full cost accounting, which modifies how the full cost ceiling test 
is performed resulting in a two stage process. The first stage requires the carrying amounts of the cost centers to be tested for 
recoverability using undiscounted future cash flows from proved reserves and management's best estimate of forward indexed prices. 
When the carrying amount of a cost centre is not recoverable, the second stage of the process will determine the impairment whereby 
the cost centre would be written down to its fair value. The second stage requires the calculation of discounted future cash flows from 
proved plus probable reserves. The fair value is estimated using accepted present value techniques, which incorporate risks and other 
uncertainties when determining expected cash flows. 


True performed the revised ceiling test as of December 31, 2004 and there were no changes to net income, property, plant and 
equipment or any other reported amounts in the financial statements as a result of adopting this guideline. 


4, ACQUISITIONS/DISPOSITIONS 
a. Acquisition of Meridian Energy Corporation 


On March 15, 2005, the Trust acquired all of the issued and outstanding common shares of Meridian Energy Corporation (“Meridian”), a 
public company, involved in the exploration, development and production of oil and natural gas in central Alberta. The consideration 
paid was $0.6 million and 0.91 of a True Energy Inc. common share for each Meridian common share resulting in 35,111,184 True 
Energy Inc. shares issued as at March 31, 2005 and an additional 638,747 shares issued in April and June 2005. The value of the 
transaction, based on an adjusted average share price for True Energy Inc. of $4.20 at January 19, 2005 announcement date, was 
$152.2 million (including $1.4 million in transaction costs). The transaction was accounted for using the purchase method. The 
purchase price allocation resulted in an excess purchase price over the fair value of net identifiable assets acquired of approximately 
$29.6 million, which has been reflected as goodwill. The accounts include the results of Meridian effective March 15, 2005, the date the 
majority of Meridian shares were taken up and exchanged for True Energy Inc. common shares. 


The purchase price equation was adjusted at December 31, 2005 to reflect new information about the expected tax rate for reversal of 


taxable temporary differences. As a result, the future income tax liability was decreased by $3.6 million and goodwill was also 
decreased by the same amount. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


The purchase price equation is as follows: 


($000s) 
Cost of acquisition: 
Common shares issued $ 150,150 
True transaction costs 1,411 
Cash to shareholders 620 
$ 152,181 
Allocated at estimated fair values: 
Accounts receivable $ 15,186 
Deposits and prepaid expenses 89 
Property, plant and equipment 183,744 
Goodwill 29,577 
Accounts payable and accrued liabilities (14,119) 
Bank debt (11,389) 
Future income taxes (49,915) 
Asset retirement obligations (992) 
$ 152,181 


b. Acquisition of TKE Energy Trust 


On November 2, 2005 True Energy Inc. and TKE entered into a business combination whereby True Energy Inc. acquired TKE ina 
reverse takeover, changing to True Energy Trust, and a publicly listed exploration focused company, Vero Energy Inc., pursuant to a 
Plan of Arrangement. The former shareholders of True Energy Inc. initially controlled approximately 71% of the Trust and substantially 
all of the former management of True Energy Inc. completes the Trust's new management team. 


The Arrangement resulted in True shareholders receiving, for each True Share held: (i) 0.5 of a pre-consolidated trust unit (0.25 of a 
post-consolidated trust unit); (ii) 0.10 ofa Vero Share; and (iii) one Vero arrangement warrant. 


To effect the Arrangement, for accounting purposes only all of the issued and outstanding trust units, being 20,708,128 trust units, of 
TKE were treated as acquired by True Energy Inc. The transaction value was based upon the adjusted weighted average trading price 
of True Energy Inc. common shares for the two days prior to the transaction announcement on August 23, 2005, of $5.04, plus the 
assumption of TKE's debt. The transaction was accounted for using the purchase method, with the excess purchase price over the fair 


value of net identifiable assets acquired of approximately $42.4 million being allocated to goodwill. As at December 31, 2005, the 
purchase equation was based on information available and may not be final. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


The purchase price equation is as follows: 


($000s) 
Cost of acquisition: 
Trust units issued $ 196,214 
Transaction costs 2,003 
$ 198,217 
Allocated at estimate fair values: 
Accounts receivable $ 11,564 
Deposits and prepaid expenses qeao2 
Property, plant and equipment 291,706 
Goodwill 42,393 
Accounts payable and accrued liabilities (17,912) 
Bank debt (32,077) 
Distribution payable (2,382) 
Obligation under capital lease (343) 
Non-controlling interest (10,351) 
Future income taxes (79,373) 
Asset retirement liability (6,160) 
$ 198,217 


In accordance of the Arrangement, all but two outstanding stock options of True Energy Inc. vested and exercised resulting in 
recognition of previously unamortized stock-based compensation of $2.2 million being charged to plan of arrangement costs in 
earnings. In addition, the Trust incurred $1.4 million in severance and retention costs that are included in Arrangement costs within 
earnings. 


c. Disposition to Vero Energy Inc. 
Under the Arrangement, True Energy Inc. transferred to Vero certain prospective natural gas weighted assets and undeveloped land at 


their net book value. Afuture tax asset has been transferred as the result of disposing of petroleum and natural gas properties with a net 
book value of $26.9 million compared to tax pools of $27.9 million. The details are as follows: 


($000s) - = 4 

Petroleum and natural gas properties $ 26,880 
Asset retirement capital 318 
Future income tax asset = eee = ae 384 
Total assets transferred 27,582 
Asset retirement obligation (318) 
Bank indebtedness assumed — ; : (5,000) 
Net assets transferred and reduction in accumulated earnings $ 22,264 


d. Property acquisitions 


On February 2, 2004, the Trust entered into an agreement with an arm's length third party to purchase certain petroleum and natural 
gas assets located in the Trust's West Central Saskatchewan core area. Closing of the acquisition occurred on March 1, 2004 and the 
Trust has accounted for this acquisition as a purchase on this date. The purchase price of $7.7 million was fully allocated to petroleum 
and natural gas properties and has an equivalent tax basis. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Years ended December 31, 2005 and 2004 


5. PROPERTY, PLANT AND EQUIPMENT 


Accumulated 

depletion and Net book 
($000s) ; Cost depreciation value 
December 31, 2005 
Petroleum and natural gas properties $ 735,788 $ 136,539 $ 599,249 
Office furniture andequipment ss 1,461 633 828 


$ 737,249 $137,112) $) 5 600,077 


December 31, 2004 

Petroleum and natural gas properties SamtOr723 RES SS 95,157 

Office furniture and equipment 7 1,043 502 541 
$ 171,766 7 (60680 es 95,698 


Unproved properties with the lesser of cost or fair value of approximately $60.4 million (2004 - $17.5 million) included in property, plant 
and equipment have not been subject to depletion. 


In 2005, the Trust capitalized $2.3 million (2004 - $1.8 million) of general and administrative expenses and $1.4 million of unit-based 
compensation expense (2004- nil) directly related to exploration and development activities. 


The Trust performed a ceiling test calculation at December 31, 2005 resulting in undiscounted cash flows from proved reserves and the 
lower of cost and market of unproved properties not exceeding the carrying value of oil and gas assets. Consequently, True performed 
stage two of the ceiling test assessing whether discounted future cash flows from the production of proved plus probable reserves and 
the lower of costs and market of unproved properties exceed the carrying value of oil and gas assets. No impairment in oil and gas 
assets was identified. The prices used in the ceiling test evaluation of the Trust's crude oil and natural gas reserves at December 31, 
2005 were: 


Year eee il Medium/light oil Natural gas NGLs 

($/bbl) ($/bbl) ($mcf) ($/bbi) 
2006 $ 32.78 $ 61.93 $ 10.94 $ 56.47 
2007 32.85 60.41 9.87 54.78 
2008 S113 55.50 8.52 50.33 
2009 30.69 51.81 7.63 47.01 
2010 29.69 49.96 W25 44.96 
2011 30.74 50.90 7.24 45.35 
2012 Chey 51.88 7.34 46.21 
2013 3202 53.09 7.49 47.32 
2014 33.19 54.65 7.65 48.53 
2015 36.04 55.93 7.84 49.57 
2016 38.55 Sigil 7.98 50.62 
2017 39.31 58.41 8.17 Siz 


Remaining 42.76 69.45 wii, 98.30 
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6. BANK DEBT 


At December 31, 2005 the Trust had a $115 million demand revolving credit facility syndicated between two Canadian chartered banks 
and a $10 million operating facility provided by one of the banks. Interest is payable at the lenders' prime rate, subject to adjustment 
depending on the Trust's debt to cash flow ratio. Security is provided by a first floating charge demand debenture of $250 million. The 
credit facility is guaranteed by the Trust and all material subsidiaries and is secured against all the assets of True Energy Inc., the Trust 
and all material subsidiaries. True has provided a negative pledge and undertaking to provide fixed charges over major petroleum and 
natural gas reserves in certain circumstances. Astandby fee is charged on one eighth of one percent (0.125%) on the undrawn portion 
of the credit facility. The availability under the facility was subject to an interim review date of March 1, 2006 and an annual review on or 
before June 1, 2006. Prior to March 1, 2006, the interim review date was extended to May 31, 2006 and the working capital covenant 
was waived. 


Subsequently, the facility was replaced by a $135 million demand revolving credit facility and a $15 million operating facility both 
provided by one Canadian Chartered bank, subject to an annual review by June 1, 2006. No other terms or conditions were modified. 


7. OBLIGATIONS UNDER CAPITAL LEASE 


Leases relating to gas compression and other equipment, having initial costs totaling $1.2 million (2004 - $1.2 million) million have been 
classified as capital leases and are included in property, plant and equipment. The capital lease obligations have implicit interest rates 
consisting of a variable Bankers Acceptance rate +3.7%, and 8.50%; and are repayable as follows: 2006 - $258,081 and 2007 - 
$53,563. 


8. ASSET RETIREMENT OBLIGATIONS 


The Trust's asset retirement obligations result from net ownership interests in petroleum and natural gas assets including well sites, 
gathering systems and processing facilities. The Trust estimates the total undiscounted amount of cash flows required to settle its 
asset retirement obligations is approximately $28.4 million which will be incurred between 2006 and 2055. A credit-adjusted risk-free 
rate of 8.0% and an inflation rate of 2.2% were used to calculate the fair value of the asset retirement obligation. 


($000s) : 2005 2004 
Asset retirement obligation, beginning of year $ So51m $ 2,702 
Liabilities acquired through corporate acquisitions 7,152 . 
Liabilities acquired through property acquisitions - 244 
Liabilities incurred TAs 983 
Liabilities released on dispositions (318) (148) 
Changes in prior period estimates (2,381) - 
Accretion expense - pees co ie 170 | 
Assetretirementobligation,endofyear ——(—i‘“‘“s‘“‘ hh 10 45T S895 


9. EXCHANGEABLE SHARES OF SUBSIDIARY 


2005 : ee 2004 ee ee 
Number Amount Number _ Amount 


($000s) J ($000s) 
Balance, beginning of year - §$ : - § 4 
TKE shares acquired under Arrangement 843,304 10,351 - ; 


Non-controlling interest expense - 22 - 
Exchangedfortrustunis weed _ (54,746) (664) ee ee 
Balance,endofyear 788,598 $ 190005 2S : 
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An unlimited number of exchangeable shares, issued in series, of which an unlimited number of Series A Exchangeable shares are 
authorized. 


The exchangeable shares are non-voting and can be converted, at the option of the holder into trust units at any time. If the number of 
exchangeable shares outstanding is less than 180,000, the Trust can elect to redeem the exchangeable shares for trust units or an 
amount in cash equal to the amount determined by multiplying the exchangeable ratio on the last business day prior to the redemption 
date by the current market price of a trust unit on the last business day prior to such redemption date. The number of trust units issued 
upon conversion is based on the exchange ratio in effect on the date of conversion. The exchange ratio is calculated monthly based on 
the five day weighted average trust unit trading price preceding the monthly effective date. The exchange ratio was adjusted 
November 2, 2005 to reflect the consolidation of trust units on a 1 for 2 trust unit basis. The exchangeable shares are not eligible for 
cash distributions; however cash distributions will increase the exchange ratio. 


Retraction of exchangeable shares 


Exchangeable shares may be redeemed at any time by delivering the share certificates to the Trustee, together with a properly 
completed retraction request. The retraction price will be satisfied with trust units equal to the amount determined by multiplying the 
exchange ratio on the last business day prior to the retraction date by the number of exchangeable shares redeemed. 


Redemption of exchangeable shares 


On January 15, 2010, the exchangeable shares will be redeemed by the Trust unless the Board of Directors of True Energy Inc. elects to 
extend the redemption period. The exchangeable shares generally will be redeemed issuing units for an amount equivalent to the 
value of the exchangeable shares at the current exchange ratio. 


10. UNITHOLDERS' CAPITAL 
a. Trust Units of True Energy Trust 


The Trust Indenture provides that an unlimited number of trust units may be authorized and issued. Each trust unit is transferable, 
carries the right to one vote and represents an equal undivided beneficial interest in any distributions from the Trust and in the net assets 
of the Trust in the event of termination or winding-up of the Trust. All trust units are of the same class with equal rights and privileges. 
Trust units are redeemable at any time at the lesser of 90% of the market price (as determined in accordance with the Trust Indenture) 
and the closing price of the trust units on the date tendered for redemption to a maximum, unless waived, of $250,000 per calendar 
month in which case the redemption price is payable by distributing notes of the Trust's subsidiary or notes of the Trust. 


: : oS ae ae 2005 2004 
» Ae sss bers Amount Number Amount 
($000s) ($000s) 
Balance, beginning of year - $ - 
Units issued for True Common Shares 51,550,302 223,686 - - 
TKE units acquiredunderArrangement 20,708,128 196,214 : : 
ce 419,900 _- 2 
Balance after 1:2 consolidation 36,129,215 419,900 - - 
Exchangeable shares converted 30,869 664 S - 
Units issued pursuant to DRIP 16,112 301 = 3 
Unitissue costs, (netof$0.4milliontax) == se (1,897 : ; 
Balance, end of year = 36,176,196 $ 418968 |  - $ : 
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b. Trust unit incentive plan 


The Trust has a trust unit incentive plan where the Trust may grant trust unit incentive rights to its directors, officers, employees and 
service providers. Under this plan, the exercise price of each trust unit incentive right initially equals the market price of the Company's 
stock on the date of grant. The maximum term of an incentive rights five years. 


The grant price per Incentive Right ("Grant Price") shall be equal to the per Trust Unit closing price on the trading day immediately 
preceding the date of grant, unless otherwise permitted. Under the terms of the Incentive Plan, the exercise price of each Incentive 
Rightis initially equal to the Grant Price and thereafter is reduced pursuant to a formula. This formula provides that the exercise price of 
each Incentive Right is reduced by any decreases in the daily closing price on the Toronto Stock Exchange of the Trust Units that is in 
excess of a 2.5% return on the Trust's consolidated net fixed assets (the "Hurdle Rate"); provided however, that such decrease in the 
exercise price will not exceed the amount by which the Trust Unit distributions exceed the Hurdle Rate. In no case may the exercise 
price be less than $0.001 per Trust Unit and a participant may elect to have the exercise price equal the Grant Price. Incentive Rights 
are non transferable or assignable except in accordance with the Incentive Plan and the holding of Incentive Rights shall not entitle a 
holder to any rights as a Unitholder of True Energy Trust. 


Unit rights, entitling the holder to purchase units from the Trust, have been granted to directors, officers, employees and service 
providers of the Trust. One third of the initial grant of trust unit incentives vested immediately, with the remaining vesting one third on 
each of the first and second anniversary from the date of grant. Subsequent grants of trust unit incentive rights vest on one third on 
each of the first, second and third anniversary from the date of grant. 

The following table summaries information regarding trust unit incentive rights on December 31, 2005. 


Unit rights outstanding 


Weighted 

average 

Number Number remaining 
Average initial exercise price outstanding exercisable _ contractual Life _ 
$ 18.27/unit "” 3,159,000 1052074 


(1) At December 31, 2005, the average exercise price pursuant to the reduction formula is $17.94/unit. 
c. Common shares of True Energy Inc. 
Authorized 


Unlimited number of voting Common shares 
Unlimited number of non-voting first Preferred Shares 
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Issued 
Le, he ie 7 Number of shares Amount 
($000s) 
Balance December 31, 2003 54,044,420 $ 46,519 
Options exercised 1,038,266 847 
Issued through private placement 4,457,153 7,800 
Flow-through shares issued through private placement 2,908,140 5,900 
Transfer from contributed surplus to share capital on exercise of options - 83 
Share issue costs (net of future income taxes of $0.4 million) - (520) 
Balance, December 31, 2004 62,097,979 60,229 
Options exercised 5,252,694 11,397 
Issued on acquisition of Meridian Energy Corporation 35,749,931 150,150 
Share issue costs (net of future income taxes of $0.4 million) - (671) 
Tax effect of 2004 flow-through shares - (2,115) 
Transfer from contributed surplus to share capital on exercise of options - 4,696 
Balance prior to Plan of Arrangement 103,100,604 223,686 
Balance after 2:1 consolidation 51,550,302 223,686 
Exchanged for Trust units (51,550,302) (223,686) 
Balance, December 31, 2005 - $ - 
d. Stock options of True Energy Inc. 
The following table summarizes the changes in stock options outstanding for the year ended December 31, 2005. 

Weighted 
average 
exercise 

ee ee ee _ Options _ price 
Outstanding, December 31, 2003 3,686,000 $ 0.91 
Cancelled (35,167) tet 
Granted 1,346,000 ZAG 
Exercised: wee (1,038,266) 0.82 
Outstanding, December 31, 2004 ; : 3,958,967 1.35 
Cancelled (417,873) 199 
Granted 1,712,000 4.01 
Exercised ran Soe = oe eee ee (5,252,694) Bald, 
Outstanding, December 31, 2005 : : 
11. CONTRIBUTED SURPLUS 
YearendedDecember31_—__ _ 7 = i 2005 2004 
($000s) 
Balance, beginning of year $ 877 $ 204 
Unit-based compensation expense 5,127 : 
Stock-based compensation expense 3,819 756 
Transferto share capitalonexerciseofoptions - (4,696) _(83) 
Balance, end of year $ 5127 $ 877 
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a. Unit-based compensation 


The fair values of all incentive rights granted are estimated on the date of grant using the Black-Scholes option-pricing model. The 
weighted average fair market value of incentive rights granted during the year ended December 31, 2005 and the assumptions used in 
their determination are as noted below. 


Year ended December 31, 2005 
Assumptions: 
Risk free interest rate (%) 3.70 
Expected life (years) 5.0 
Expected volatility (%) 24 
Results: 
Weighted average fair value of incentive rights granted (8) $ 4.56 


b. Stock-based compensation 


The expense recognized applies to stock options granted in 2003 and thereafter. During the year ended December 31, 2005, the Trust 
granted 1,712,000 (2004: 1,346,000) stock options to employees, consultants, officers and directors. 


For stock options granted in 2002 and prior years, the Trust elected to continue accounting for the related compensation expense on 
the intrinsic value at the grant date. Accordingly, net income for 2002 and subsequent years remains unchanged with respect to stock 
options granted in 2002. 


The Trust continues to disclose the pro forma earnings impact of stock options granted in 2002. Ifthe fair value method had been used 
for options granted in 2002, the Trust's net earnings and net earnings per share for the years ended December 31, 2005 and 2004 
would approximate the following pro forma amounts: 


Year ended December 31, 2005 2004 
($000s, except per trust unit amounts) 
Net earnings: 
As reported $ 13,890 $ 8,960 
Pro forma $ 13,865 $ 8,883 
Net earnings per trust unit: 
As reported $ 0.56 $ 0.60 
Pro forma $ 0.56 $ 0.60 
Diluted: 
As reported $ 0.55 $ 0.59 
Pro forma U5o8 $ 0.58 


The fair value of each option granted is estimated on the date of grant using the Black-Scholes option pricing model with weighted 
average assumptions and resulting values for grants as follows: 


Year ended December 31, a 2005 _ 2004 
Assumptions: 
Risk free interest rate (%) 2.80 5.34 
Expected life (years) 5.0 5.0 
Expected volatility (%) eee 7 44 E00 
Results: 
Weighted average fair value of options granted (8) $ 1.69 $ 1.09 
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12. SUPPLEMENTAL CASH FLOW INFORMATION 


Year ended December 31, 2005 2004 
($000s) 
Cash paid: 
Interest $ 1,308 $ 528 
Taxes (net of refunds) Ss 1,659 $ 768 


13. INCOME TAXES 


The Trust is a mutual fund trust as defined under the Income Tax Act (Canada). All taxable income earned by the Trust has been 
allocated to unitholders and such allocations are deducted for income tax purposes. The Trust does not recognize any future income 
tax assets or liabilities on "temporary differences" (difference between the accounting basis and tax basis of assets and liabilities) in the 
Trust. As at December 31, 2005, this "temporary difference" (tax basis exceeds accounting basis) is $4.1 million. The Trust's 
subsidiaries are subject to income taxation and provide income tax obligations based upon statutory corporate rates. 


At December 31, 2005 the operating subsidiaries of the Trust had approximately $165 million, net of partnership deferrals, in tax pools 
available for deduction against future earnings. Included in these tax pools are approximately $23 million of non-capital loss 
carryforwards, which expire between 2007 and 2015. 


The provision for income taxes differs from the expected amount calculated by applying the combined Federal and Provincial corporate 
income tax rate of 39.5% (2004: 41.3%) to earnings before income taxes. This difference results from the following items: 


Year ended December 31, : oes 2005 2004 
($000s) 

Expected income tax expense $ 7,878 $ 8,023 
Amount in Trust income (7,090) - 
Crown royalties and charges 5,044 2,810 
Resource allowance (4,836) (2,871) 
Stock option expense 3,533 312 
Change in enacted tax rates (1,507) 229 
OUNGR ie eel Oe ee — : (379) 993 
Totalincometaxexpense ; 2,643 9,096 
Future income tax expense 2,636 9,079 
Currentincometax, 7 17 
Total income tax expense 2,643 9,096 
Capitaltaxexpense : 3,394 1,369 
Total tax expense $ 6,037 $ 10,465 
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The components of the net future income tax liability at December 31 are as follows: 


($000s) 2005s 20004 
Future income tax liabilities: 
Petroleum and natural gas properties $ (132,899) $ (3,640) 
Partnership deferrals (28,354) (12,015) 
Other (565) - 
Future income tax assets: 
Future site restoration/asset retirement obligation 3,12 1,436 
Share issue costs 2,166 693 
Non-capital losses 8,595 31 
Attributed Canadian Royalty Income 523 Zo 
Other _ 93 54 
Net future income tax liability $ (146,729) $ (13,209) 


14. PER TRUST UNIT AMOUNTS 


Year ended December 31, ae 2005 2004 
Basic trust units outstanding 36,176,196 15,524,495 
Dilutive effect of exchangeable shares and trust unit incentive plan 3,613,887 989.641 
Diluted trust units outstanding 39,790,083 16,514,136 
Weighted average trust units outstanding 24,678,198 14,904,365 
Dilutive effect of exchangeable shares and trust unit incentive plan” as 454887 288975 _ 
Diluted weighted average trust units outstanding 25,133,085 15,193,340 


(1) A total of 3,159,000 (2004: 165,875 after consolidation) trust incentive units were excluded from the calculation as they were not dilutive. 
Basic per trust unit amounts are calculated using the weighted average number of trust units outstanding during the year. 


The Trust uses the treasury stock method to determine the dilutive effect of trust incentive units and other dilutive instruments. Under 
the treasury stock method, only "in the money" dilutive instruments impact the diluted calculations in computing diluted earnings per 
trust unit. 


The term "units" has been used to identify trust units and exchangeable shares of the Trust issued on or after November 2, 2005 as well 
as the common shares of the corporation outstanding prior to the conversion on November 2, 2005. 


15. COMMITMENTS AND CONTINGENCIES 

As at December 31, 2005, True has committed to drill five wells in Saskatchewan by the end of 2006 pursuant to various farm-in 
agreements with oil and gas companies. Subsequent to year-end 2005, True has further committed to drill an additional two wells in 
Alberta and one in Saskatchewan. Total estimated cost to True, for these commitments is $3.3 million. 


The Trust has further committed to various corporate sponsorships extending to September 2006 at an estimated combined cost of up 
to $42,000. 
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The Trust is committed to payments under operating leases for office space as follows. 


Gross Expected Net 
Year amount recoveries amount 
($000s) 
2006 ates) 434 741 
2007 1,191 417 774 
2008 1,183 241 942 
2009 863 241 622 
2010 241 241 - 


The Trust has been named in a statement of claim, for an unspecified amount, filed by a joint venture partner against the Trust and the 
previous operator of the Meekwap East Flank Pool alleging that the defendants had failed to account for the joint venture partner's 
share of revenues from the East Flanklands. The amount of the liability, if any, cannot be determined at this time. 

16. FINANCIAL INSTRUMENTS 

a. Credit risk 

Asubstantial portion of the Trust's accounts receivable are with customers and joint venture partners in the petroleum and natural gas 
industry and are subject to normal industry credit risks. The Trust sells substantially all of its production to five primary purchasers 
under normal industry sale and payment terms. Purchasers of the Trust's natural gas, crude oil and natural gas liquids are subject to an 
internal credit review to minimize the risk of non-payment. 

b. Fair value of financial instruments 


The carrying amounts of financial instruments included in the balance sheet, other than long-term debt, approximate their fair value due 
to their short-term maturity. The long-term carrying value approximates fair value due to the cost of borrowing being at a floating rate. 


c. Interest rate risk 


The Trust is exposed to interest rate risk to the extent that changes in market interest rates will impact True's debt that has a floating 
interestrate. The Trusthad no interest rate swaps or hedges at December 31, 2005. 


d. Commodity risk 
The Trust seeks to reduce its exposure to commodity price risk in its business through the use of physical product arrangements, 
futures, and options. Acrude oil put option was acquired in the TKE Energy Trust acquisition and capitalized as part of the acquisition. 


Subsequent to the acquisition $0.2 million was charged to earnings for this put option. 


Subsequent to December 31, 2005, True entered into a costless collar oil hedge for 2,000 bbi/d, with a WTI reference price, a floor of 
$58.00/bbl U.S.; anda ceiling of $69.35/bbl U.S., with monthly settlement starting April 1, 2006 to December 31, 2006. 


GLOSSARY 

AECO a storage and pricing hub for Canadian natural gas markets Mmbtu million British thermal units 

ARTC Alberta Royalty Tax Credit MMcf million cubic feet 

/d per day NGL natural gas liquids (ethane, propane, butane and 
BOE or boe _ barrels of oil equivalent (6 Mcf of Natural gas = 1 barrel of oil equivalent) condensate) 

bblorbbls barrels OK Oklahoma 

GORR gross overriding royalty WTI West Texas Intermediate, a benchmark crude oil 
mboe thousand boe used for pricing comparison 

Mcf thousand cubic feet NI 51-101 National Instrument 51-101 

MMBOE million barrels of oil equivalent 
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